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just the facts. 


TransAlta 


Bee EP OILE TransAlta is an international electric energy company with about $6 billion in assets. The company is 


- focused on growing its generation, transmission and gas-fired independent power businesses, enhancing its competitive edge and 
achieving strong earnings growth. TransAlta is quickly building scale with more than 8,000 megawatts of generating capacity. 
In addition to about 4,500 megawatts of coal-fired and hydroelectric generation in Alberta, the company is closing a 1,340 
: megawatt acquisition in the United States, and has almost 2,200 megawatts of gas-fired power projects operating or in development 
_ in North America and select international markets. TransAlta’s transmission business, which ranks as a first-quartile performer in 
MS ' North America, includes significant assets in Alberta. The company’s energy marketing organization plays a strategic role to reduce 


. risk and optimize assets. TransAlta is concentrating its growth in Canada, the United States, Australia and Mexico. 
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fact: 


TransAlta is focused. We are expanding our leading market position as 
one of the best developers and operators of power plants. We are seizing 
competitive advantage with our transmission and energy marketing 
businesses. Our goal is simple. We’ll be smarter and faster. Our business 
fundamentals are solid and, above all else, we are driven to grow and 
protect the investments our shareholders have made in our business. In 
1999, we reinforced our intent to continue the current strong dividend 
to shareholders and we stand by it. 
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In the near term, we aim to add about 1,000 MW a year. Our goal is to acquire about 500 MW of capacity per year 
on average in coal and hydroelectric assets in the Pacific Northwest region of the United States. Our independent 


power business is targeting to add about 500 MW of gas-fired generation per year. 


Beginning in 2001, our Alberta generation will no longer be regulated. Instead, long-term, 20-year contracts (PPAs) 
will provide acceptable risk profiles for our units. We have the potential to increase our earnings through the 


performance incentive features of the contracts. 


THE STRONG FOUNDATION 9 " A 5 5 
TransAlta’s reputation as one of North America’s best power plant operators provides 


an advantage. One measure of performance, our five-year average forced outage rate, was 3.1 per cent versus 
4.8 per cent for the North American Electric Reliability Council. This difference represents about 450,000 megawatt 
hours, enough energy to run a city the size of Calgary for about 20 days, and translates into about $14 million in 


annual gross revenue for TransAlta. 


Our gas-fired Independent Power Projects (IPP) business continues to pursue niche industrial markets in select 
areas of Canada, the United States, Australia, Mexico and in New Zealand over the long term. In the last two 


years, we’ve doubled the generating capacity of this business. 


In 1999, we brought on about 620 MW of new gas-fired generation, including three plants in Canada and the 
acquisition of 250 MW in Western Australia. We have another 1,200 MW in development. Growth will continue in 
existing markets and we’ve targeted one new region — Mexico — where annual electricity demand is increasing at 
six per cent. Mexico fits well with our risk profile because it has the natural gas distribution infrastructure and a 


government agency seeking 20-to-25-year power contracts. 


TransAlta’s competitive advantage continues to be our operational excellence. Our employees have more experience 
operating the GE LM6000 gas turbines than anyone else in the world. We're enhancing this scope and cutting costs 


significantly with a unique, nine-year maintenance agreement we negotiated in 1999. 


Our energy marketing operation continues to be essential to growing our low-cost generation business. It provides 


market intelligence for investment decisions such as Centralia, expertise for the development of our contracts 


and a low-risk sales outlet for our generation capacity. 


Our transmission assets will remain regulated in Alberta. We expect to see growth in the future as transmission 
Capacity constraints continue in North America. By combining our expertise in transmission with our strategy, we are 
leveraging our bids for generation assets. Our ranking as a top-quartile performer in a recent survey of 48 North 


American utilities will help us win bids to build, operate and maintain transmission facilities and deliver future earnings. 
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fact: 


Ve are building on a solid base. We have a strong 
yalance sheet, focused employees, a strategy to grow 
our competitive strengths and the capital to reinvest 
in our targeted direction. 


T PROVE = eae F . 
sa i Leen TheNirst steps in implementing our strategy are well underway with the sales of our 


Alberta and New Zealand distribution and retail businesses. While these are both successful businesses, they 
require significant resources and funds to build sufficient scale. We decided we would best serve our shareholders 


by focusing our future growth to increase scale in businesses where we have a proven competitive advantage. 


Within weeks of announcing our strategy, we signed a $625-million agreement with Natural Gas Corporation Holdings 
Limited on the New Zealand transaction, and announced that UtiliCorp United Inc. would purchase our Alberta 
Distribution and Retail (D&R) businesses for $645 million. The New Zealand agreement is expected to close by the end 


of March. We anticipate the Alberta sale, which is subject to regulatory approval, will conclude by the end of August. 


The value we are receiving for our Alberta D&R assets reflects the commitment of employees to provide unmatched 
customer service while reducing costs and increasing productivity. We are pleased to have negotiated continued 
employment for the 650 employees involved. On the retail side, the industry standard for effective economies of 


scale is moving to somewhere between two and four million customers. We have 350,000 customers in Alberta. 


In New Zealand, we doubled our original investment in one of the world’s first restructured electricity markets. Our 
decision to leave New Zealand was driven by the increased risk profile imposed by the new government. We were 
unable to balance the energy needs of our customers with generation supply because the new government decided 
not to privatize generation assets in the near term. This balance is critical for risk management in New Zealand 
where, unlike North America, there is only a limited wholesale market for generation sales. We’ll continue to 


watch for opportunities in New Zealand that fit with our strategic focus and our risk profile. 
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We have restated our financial information to show these businesses as discontinued operations. The New Zealand 
business provided normalized earnings of about $0.16 per share, while earnings from the distribution and retail 
businesses in Alberta contributed about $0.13 per share. In the near term, we plan to replace earnings from these 
businesses and increase future earnings with the Centralia acquisition and investments in new generation assets. 


THE CHANGING LANDSCAPE 5 F P 
It’s one thing to deal with the challenges of a regulated business environment. It’s 


quite another to deal with the challenges of a business environment that is partly regulated, partly deregulated 


and partly somewhere in between. 


A regulatory decision on 1999/2000 rates announced by the Alberta Energy and Utilities Board (EUB) at year-end 
resulted in a onetime negative impact on earnings in 1999. At a time of uncertainty, pending competitive markets and 
rising interest rates, the EUB chose to lower TransAlta’s rate of return. The EUB also imposed operating restrictions 
that made achieving the rate of return difficult. The fact that the decision was retroactive to Jan. 1, 1999, but was 


not announced until the end of November, left us no time to adjust operations to address the impact of the decision. 


The effect of the 1999 Decision on our 1999 earnings as compared to 1998 amounted to approximately a $52 million 
($0.30 earnings per share) reduction; however, approximately $17 million ($0.10 earnings per share) was returned 
with adjustments made in the 1999 Final Decision announced in 2000. 


ily ORD 5 o 
He fina’ WORD’ TransAlta has a solid base upon which to grow. 


— We have a strategy to build on our competitive core strengths. 

— We have a strong balance sheet. 

— We have an engaged board of directors who've been evaluating and helping develop our strategic options over 
the last two years. 

— We have a strong management team, focused employees, and a strategy to manage regulatory and industry shifts. 

— We have the capital to reinvest and grow earnings. 

At a time when the financial markets are giving low valuations to utility and energy-related assets, having cash and 

a focused strategy is a tremendous advantage, particularly when the dynamics of the industry are creating excellent 

growth opportunities. 


We've made significant changes to our company. We are moving quickly to build on our competitive edge. We are 
confident we’ll successfully manage this transition, while at the same time, we don’t underestimate the challenge. 


We will emerge from 2000 a stronger company, well financed, meeting earnings growth targets and consistently 


1ray e— 


Stephen G. Snyder 
President & Chief Executive Officer 


paying the dividend to shareholders. 


AT Hye 


John T. Ferguson 
Chair of the Board of Directors 
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TRANSALTA AT A GLANCE 


PROFILE 


INDUSTRY OUTLOOK 


GROWTH STRATEGY 


GENERATION 


| $224 million in earnings before interest and taxes 
| 34 per cent of assets | 4,500 MW generating 
capacity from three coal-fired plants (plus 50 per cent 
ownership in a fourth) and 13 hydroelectric generating 
plants in Alberta | operate five of the top 10 best 
operated units in Canada* | closing acquisition of a 
1,340 MW coal-fired power plant and mine near Cen- 
tralia, Washington | all Alberta generating facilities 
meet ISO 14001, a world-class environmental manage- 
ment system standard 


Existing Alberta regulated generating plants will be dereg- 
ulated on Jan. 1, 2001, when long-term power purchase 
arrangements (PPAs) take effect. The PPAs, which cover 
all operating and capital costs, will provide stable rev- 
enue for 20 years. In the U.S. Pacific Northwest, most 
electric utilities are still vertically integrated and regu- 
lated primarily because of the low cost of power. During 
times of transmission constraint, California is an attrac- 
tive export market for power from the region. When our 
Centralia acquisition closes, we'll be well positioned to 
take advantage of market opportunities. 


In the first quarter of 2000, we expect to close our first 
U.S. acquisition to expand our generating capacity and 
Operational area of focus. The 1,340 MW coal-fired 
Centralia generating plant and mine in Washington state 
will represent 40 per cent of our generation asset base. 
We continue to evaluate opportunities to grow our busi- 
ness with geographically diverse assets and a particular 
focus on the Pacific Northwest and surrounding region. 
Our short-term target is to increase our total generating 
capability (including IPP) to 10,000 MW by 2002, and to 
15,000 MW by 2005 to 2007. 


TRANSMISSION 


| $140 million in earnings before interest and taxes 
| 14 per cent of assets | 11,000 kilometres of high- 
voltage transmission lines and 260 substations in Alberta 
| assets represent more than half of Alberta’s system 
| overall first-quartile performer in cost, reliability and 
efficiency in a survey of 48 North American companies 


We expect continuing stable, low-risk earnings from our 
Alberta assets which will remain regulated. In general, 
the North American market is characterized by some 
regional congestion of transmission capacity. Deregula- 
tion is in various stages throughout North America with 
the structure and rules for independent system operators 
still in development in most regions. 


We'll target growth through competitive engineering and 
construction of new transmission lines and associated 
facilities. In 1999, TransAlta successfully completed two 
of the first competitively bid projects in Alberta. We are 
enhancing competitive bids for generation by including 
transmission facilities and expertise. The growing 
demand for electricity and transmission capacity 
constraints throughout North America will generate 
opportunities for TransAlta to construct or acquire 
transmission lines and facilities in the long term. 


INDEPENDENT 
POWER PROJECTS (IPP) 


| $54 million in earnings before interest and taxes 
| 22 per cent of assets | doubled capacity in the last 
two years to 1,255 MW | added 620 MW of new gas- 
fired generating capacity in 1999 | developing an addi- 
tional 1,200 MW | operate the world’s largest fleet of 
GE LM6000 gas turbines | largest independent power 
producer in Canada | second-largest independent sup- 
plier of power in Western Australia 


TransAlta has captured the majority of Alberta’s indus- 
trial customer on-site IPP load. We are involved in 
Ontario’s deregulation process. IPPs are expected to play 
a larger role in meeting Ontario’s energy needs by 2004. 
Our operations are focused in Western Australia where 
electricity demand is growing faster than anywhere else 
in the country. We are pursuing opportunities in Mexico, 
where there’s forecasted annual growth of six per cent 
for electricity. TransAlta is well positioned to take advan- 
tage of shifts to cost-effective, gas-fired technologies as 
markets continue to deregulate. 


Our IPP goal is to add 500 MW of gas-fired generation per 
year. In 2000, we are targeting $700 million in capital 
spending as we expand our geographic focus within North 
America and Australia. We will continue to build our exper- 
tise in cogeneration by providing large industrial cus- 
tomers with power and steam. As markets deregulate, the 
need to identify and develop merchant power plants for 
base energy needs, and plants to provide energy at times 
of peak energy use is growing. We work closely with our 
energy marketing team to identify these opportunities. 


ENERGY MARKETING 


| optimizes asset returns and reduces risk | targeted, 
regional trading in electricity, short-term gas supply and 
transmission access | focused in Alberta, Ontario and 
the U.S. Pacific Northwest | expanding to the Northeast 
ern and mid-continental U.S. regions and the Great Lakes 
area | 24-hour trading operations commenced in 1999 


* Canadian Electricity Association's 1998 Generation Equipment Status Report. 


Our energy marketing and trading has been focused on 
the Pacific Northwest, where there is a well-established 
wholesale market and an open energy and transmission 
structure, but as yet no retail access or consolidation. 
The market offers potential for future export and import 
Opportunities with Alberta and California. We continue to 
evaluate opportunities in Ontario as deregulation 
unfolds. Ontario is the largest market in the country and 
has a number of critical interconnections with the North- 
eastern U.S. and eastern Canada. 


Energy Marketing provides risk management and sup- 
ports the IPP and Generation businesses by managing 
natural gas supply, selling capacity not already con- 
tracted and optimizing existing operations. Our energy 
marketing business will continue to provide market 
knowledge and establish relationships with customers 
and other stakeholders in targeted regional markets. The 
pending Centralia acquisition is one example of the 
advantages our energy marketing and trading activity 
brings to strategic investment decisions. 


2TA ASSETS 
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CENTRALIA* 
1340 MW 


* Acquisition expected to close 
inthe first querter of 2000 
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SOUTHDOWN 
(AUCKLAND) 
118 MW 


TransAlta operates the New Zealand 
power plants and continues to evaluate 
opportunities in the long term. 
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Mexico was the new IPP market 
identified in 1999. 


FOCUSED 


OPERATIONS & 
GROWTH 


TransAlta is moving quickly 
to build regional scale in the 
businesses where it has a 
competitive advantage — 
generation and transmission, 
gas-fired independent power 
projects and energy market- 
ing. When our U.S. acquisi- 
tion closes, we will have more 
than 8,000 megawatts of 
total generating capacity 
Operating and in development 
in North America and select 
international markets. We 
own and operate more than 
half of Alberta's transmission 
grid. Our energy marketing 
operation provides critical 
market intelligence. We are 


focused on growth in 
Canada, the U.S., Australia 
and Mexico. 
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TRANSALTA 
AT A GLANCE 


fact: 


TransAlta’s strategic focus is on the businesses 

where we have proven leadership. We are capitalizing 
on our strengths as a low-cost operator of genera- 
tion and transmission assets and as a successful 
independent power developer and energy marketer. 


GENERATION 


fact: 


TransAlta is one of the best power plant operators in North 
America. We keep costs low - our costs are half that of the com- 
petition in Alberta. We also keep topnotch talent — our employ- 
ees run five of Canada’s 10 best-operated generating units.” 


Our performance as a low-cost power plant operator will become even more important as our busi- 
ness becomes increasingly deregulated. We’re building on these strengths because they’re important 
for our long-term success. In Alberta, the new power purchase arrangements will effectively deregulate 
our power plants and provide a stable revenue stream for 20 years starting in 2001. In addition, 
we'll capture earnings growth by continuing to increase productivity and lower costs. We'll achieve 


our growth targets while improving our safety and environmental performance. All TransAlta’s 


Alberta generating plants meet the ISO 14001 world-class standard for environmental management, 
and we’re setting new records for safety. Employees at our Keephills plant, for example, are in 
their tenth year without a lost-time incident. We’Il transfer these skills to investments in new 
markets to grow the generation business beyond Alberta. In 1999, we announced our first acquisition 
to deliver on this strategy. We expect to take ownership, in the first quarter of 2000, of the 1,340 
megawatt Centralia power plant and coal mine in Washington state. The Centralia acquisition, 
which will represent about 40 per cent of our generation asset base, is an example of how we plan 


to leverage our operating expertise, gain focused scale and achieve future earnings growth. 


Photo: Jim Folwell (foreground) and Ed Andrews, employees at the Centralia power plant, discuss how plans to upgrade the turbine 
will increase efficiency. 


* Canadian Electricity Association’s 1998 Generation Equipment Status Report. 


TRANSMISSION 


_ TransAlta is one of the best operators of transmission facilities 
; : in North America. We’re better because we keep focused on 
: i improving reliability and cutting costs. our transmission business is a first- 
S quartile performer in cost, reliability and efficiency in a survey of 48 North American utility companies. 
; Our employees are among the best in the business when it comes to transmission facility design, con- 
struction. project management, and operations and maintenance. We’ve already put our talents to the 
test and won. Our transmission group was awarded two of Alberta’s first-ever competitive bids to build 
new transmission facilities. Employees delivered profitable projects and developed skills in tendering. 
We ae building on this initial success to grow our transmission business. Our transmission growth 
strategy is resulting in a stronger alliance with our generation and independent power projects (IPP) 
businesses. Our bids for new or existing power plants are more likely to gain an edge over the 
_ competition because they include the required transmission facilities. Capitalizing on the synergies 
between our transmission and generation picnmeces is one key element of our targeted growth 
pi ticdy to bolster our core strengths. While our Alberta transmission business will remain regulated, 
in the long term, we are investigating the potential to acquire and/or build transmission facilities and 


exploring partnerships to own and operate systems in select markets. 


Photo: TransAlta completed building its first two competitive transmission line projects on time and on budget in 1999. Our success 
with the 36-kilometre line near Fort McMurray, Alberta resulted in a second project for the same customer. 


| INDEPENDENT 
POWER PROJECTS 


TransAlta is one of the top independent power developers and 
_ operators in North America. We earn our reputation by focusing 

on customers’ needs for reliability and low-cost energy. Power outages 
in Fort Nelson have dropped from 70 in 1997 to only one since our plant began operating in April 1999. 
- Our new 360 megawatt (MW) cogeneration project at Suncor Energy’s Alberta oil sands facility will 
reduce the cost of power for Suncor when it’s fully operational in January 2001. In 1999, we added 
620 mw of aera’ generation and have another 1,200 MW in development. Over the last two years, 
| we’ve doubled our total aiseawatis to 1,255 from facilities in Canada and Australia. We take pride 
in our operational record. Our employees do an exceptional job of operating the world’s largest fleet 
of GE LM6000 gas turbine engines. At 97 per cent, our plants consistently have one of the highest 
overall availability ratings. Our goal is to add 500 MW of gas-fired independent power each year in 
select areas in Canada, Australia, the United States and Mexico. With a focused strategy and world- 


class operating reputation in hand, we’ll contribute to ambitious corporate annual earnings growth. 


Photo: Construction of TransAlta’s 360 MW cogeneration plant at Suncor Energy’s oil sands site in Fort McMurray, Alberta, moved 
forward on target in 1999. In October, TransAlta began Operating Suncor Energy’s existing 70 MW cogeneration plant. 
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ENERGY MARKETING 


o TransAlta’s energy marketing operation plays a strategic role 
in optimizing asset returns and reducing risk. the marketing group 

secures iene ean contracts for electricity and natural gas. They execute short-term trades for 
uncontracted electricity production, natural gas requirements and transmission capacity required 
to move electricity among regions. As well, the group operates controlled amounts of proprietary 
trading with creditworthy counterparties. Our trading activity allows us to learn about a new region 
from pricing dynamics and market participants to regulatory systems and power pool mechanics. 
The traders gain critical knowledge and build relationships by selling customized energy products, 
and by trading electricity, gas supply and transmission capacity. The end result is better corporate 
decision-making. For example, the Centralia power plant and mine acquisition in Washington state 
was supported by two years of market intelligence. TransAlta’s Calgary-based, around-the-clock 
operation is focused in Alberta, Ontario and the Pacific Nochweet: During 1999, we began operating 
in the Northeastern and mid-continental U.S. regions and the Great Lakes area. 


Photo: Patti Cunningham, Rob Campbell and Christopher McDowall, from TransAlta’s energy marketing and trading operation, provide 
critical market knowledge to help identify growth opportunities and support corporate investment decisions. 
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TransAlta has earned its reputation as a low- 
cost and efficient operator of transmission 
facilities. Employees have built and continue 
to maintain and manage facilities in some of 
the most challenging terrain — from the 
foothills and national parks of the Rocky 
Mountains to the muskeg of northern Alberta 
and the windswept expanse of the province’s 


eastern prairie. 


Skip Sandaker is one of many Generation 
employees who work hard to maintain our 
reputation as one of the top operators in 
North America. Thanks to their efforts, 
TransAlta ranks better than the five-year 
North American average in availability factor, 
a measure of how often our generating units 
are available to run. Our availability factor 
was 91 per cent versus the North American 
Electric Reliability Council average of 


86.4 per cent for coal-fired units. 


TRANSALTA EMPLOYEES ARE SE CiOoN DYSON ORE t 2 mee a vee 
i ieee when it comes to developing, building and operating some of the most efficient 


power generation assets in North America. We have doubled our gas-fired independent power generation in the last two years, 
and including our pending 1,340 MW U.S. acquisition, we will have more than 8,000 MW of total generating capacity. Our goal 


is to double our capacity in the next five to seven years. 


_ TransAlta’s Wildlights is just one 


of the many family-oriented events © 


the company, sponsors and sup- 
ports with enthusiastic employee 
volunteers. The event brightens up 
the Calgary Zoo with more than 
750,000 twinkling lights, making it 
the largest. festival display in 


Western Canada. 


Karen Fleming keeps a sharp 
eye on the environmental side 
of operations at TransAlta’s 
Wabamun power plant west of 


Edmonton, Alberta. 


TRANSALTA’S UNITED WAY FUNDRAISING 


helps support agencies 


like the Family Resource Centre at the Calgary Urban Project Society. 
In 1999, employee, retiree and matching company funds contributed 
almost one million dollars to a variety of community organizations in the 


areas where TransAlta operates. 
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CORPORATE CITIZENSHIP 


At TransAlta, we believe being a good corporate citizen is an important measure of our success as a company. 
We’re focused on activities that make a meaningful difference — enhancing the prospects for young people and the 
environment. We also support initiatives that promote higher standards for education and health. In 1999, TransAlta 


donated a total of $1.3 million to select non-profit organizations. 


Our annual United Way campaign breaks the mold for employee enthusiasm and innovative fundraising. Last year 
alone, TransAlta’s United Way donation came in just shy of one million dollars, including company funds that 
matched employee contributions. As part of the 1999 campaign, employees toured community agencies and 
we introduced an electronic employee pledge form — one of the first in Canada. TransAlta won the United Way’s 


top award of excellence for the best employee campaign out of 600 corporate campaigns in Calgary. 


The company marked another first in 1999 with the TransAlta Community Transformers (TACT), an employee-led 
donations committee. The group’s goal is to create a positive influence on quality of life in communities near our 


power plants and coal mining operations in Alberta. 


TransAlta’s retirees are another community-focused group. Through POWER (Projects Organized With Energetic 
Retirees), they logged 2,000 hours of volunteer time in 1999. Thanks to one POWER project, about 900 families 


received 14,000 pounds of fresh vegetables from the retirees’ community garden. 


In 1999, TransAlta announced Project Planet Challenge, an innovative environmental program aimed at encouraging 
Alberta’s youth to take up the cause of sustainable development. Canada’s hockey legend, Wayne Gretzky, helped 
launch the program with students from St. Monica’s school in Calgary. Students can enter their ideas in a contest 


in the hopes of winning support from TransAlta to implement their project, and an opportunity to meet Wayne. 


TransAlta’s community investments also include the Calgary Zoo’s TransAlta Tropical Africa Pavilion, “TransAlta 
Lights Up the Night” fireworks display at the Calgary Stampede and Edmonton’s Fringe Theatre for Young People 
Productions, which brought plays to 25 schools throughout Alberta in 1999. The company is also proud to support 
the University of Alberta Environmental Research and Studies Centre and the University of Calgary Faculty of 


Environmental Design. 


1999 HIGHLIGHTS 
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SPRING 
TransAlta and Alberta 


Environment put the final touches on 
a unique partnership between the 
provincial government and the private 
sector that will see TransAlta manage 
the day-use areas of Wabamun Lake 
Provincial Park for at least five years. 


SUMMER 
More than 900 students 


in Grades 2, 5 and 8 experienced a 
lake ecosystem first hand thanks to 
a TransAlta-sponsored initiative. The 
Lake Literacy program provides stu- 


dents with classroom lessons, lab stud- 


ies and field trips to Wabamun Lake. 


FALL 
TransAlta’s safety awareness 


and training program video is distributed 
to more than 100 Alberta high schools 
as part of the Job Safety Skills program. 
It is also used as a training tool by St 


John Ambulance and Alberta Agriculture. 


WINTER 
Wayne Gretzky helped launch 


TransAlta’s Project Planet Challenge. 
The company’s newest environmental 
initiative was designed to inspire chil- 
dren across Alberta to come up with 
innovative ideas that make an ‘environ- 
mental’ difference. 


CORPORATE CITIZENSHIP 
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SUSTAINABLE 


TRANSALTA CORPORATION 


SUSTAINABLE DEVELOPMENT 


At TransAlta, sustainable development is about making good business decisions. It’s about responsible risk 
management and delivering a competitive advantage. Our success demands that we maintain our reputation as 


a leader as we improve our operational performance and achieve our growth targets. 


TransAlta has worked hard to earn and preserve one of the best track records on environmental, health and safety 
performance in the business. We are continually balancing the impact of business decisions with rising expectations 


for flawless performance from customers, shareholders, regulators and communities. It takes focus and commitment. 


Our leadership was recognized in 1999 when TransAlta was noted as the world’s leading sustainable electrical 
company in the Dow Jones Sustainability Group Index (DJSGI). TransAlta was one of 18 companies identified as 
sustainability leaders in their respective industries. The DJSGI is the world’s first group of global equity indexes 
tracking the performance of the leading sustainability companies. In its announcement, the DJSGI said, “These 
sustainability companies pursue opportunities in a proactive, cost-effective and responsible manner today, so they 


will outpace their competitors and be tomorrow’s winners.” 


TransAlta took some bold steps in 1999 to demonstrate that market mechanisms can deliver cost-effective and 
measurable solutions to address the issue of global greenhouse gas emissions. We were involved in the world’s 
firstever Internet-based trade of emission reduction credits, and a groundbreaking deal to purchase up to 2.8 million 


metric tons of carbon dioxide emission reduction credits from farms in the U.S. 


In addition to triggering new market solutions in 1999, TransAlta has surpassed its goal to cut its net contribution 
of greenhouse gases to the atmosphere to 1990 levels by 2000. In our latest award-winning progress report to 
Canada’s Voluntary Challenge and Registry (VCR) Program, we noted we have successfully reduced our net 

emissions per megawatt-hour of electricity generated to 812 kilograms from 827 kilograms the prior year and from 


994 kilograms in 1990. TransAlta received the VCR’s Champion Gold Level Award for its report published in 1999. 


Another major focus for TransAlta in 1999 was enhancing existing environmental management systems at all our 
Alberta generating facilities to be consistent with ISO 14001, an international standard. An environmental manage- 
ment system (EMS) is a series of programs and procedures to manage environmental risks, promote compliance 
with operating approvals and ensure continuous improvement of environmental performance. The initiative to 
implement ISO 14001 compliant EMS’s in our Alberta generation facilities completes the first step in our three- 
year plan to achieve ISO 14001 compatibility in all of our operating facilities. For additional information about this 
initiative and other activities, TransAlta also publishes an annual Sustainable Development report. 


See page 69 for information on how to contact our Investor Relations department to order a copy of our latest Sustainable Development 
report, or visit our Web site at www.transalta.com 
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ANALYSIS 


fact: 


Our business fundamentals are solid. We have a 
strong balance sheet and the capital to reinvest in 
our growth strategy. Our intent is to continue the 
current strong dividend and grow the investment 
our shareholders have made in our business. 


NO 


NO 
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CONSOLIDATED FINANCIAL RESULTS 


OVERVIEW 


This review of TransAlta’s 1999 financial results is organized by consolidated results and by business segments. 
TransAlta has four business segments: Generation, Transmission, Energy Marketing and Independent Power Projects 
(IPP), supported by a corporate group. The business segments assume responsibility for their operating results 
measured as earnings before corporate overheads, interest, taxes and non-controlling interests (EBIT). The corporate 


group is responsible for finance and income taxes, as well as its overhead costs. The following analysis is 
based on TransAlta’s consolidated financial statements, with references to the notes to the financial statements 
(pages 45 to 65). All tabular amounts in the following discussion are in millions unless otherwise noted. 


CONSOLIDATED SUMMARIZED STATEMENTS OF EARNINGS 


(in millions except earnings per share — EPS)_ 


Revenues___ 


Segment EBIT 

Generation 

Transmission 

Energy Marketing 
Independent Power Projects__ 


1999 === 1998 Explanation 


$1,029 $1,090 


224 299 
110 131 

1 (4) 

= 51 55 


Corporate overheads 
Net interest expense, preferred securities and other 
Income taxes 


Non-controlling interests __ 


$ 386 $ 484 


(68) (82) 
(84) (96) 
(106) (142) 
(31) (27) 


Continuing earnings to common 


Discontinued operations 
Alberta Distribution & Retail 


New Zealand 


Argentina 


$ 97 S alSy/ 


22 25 

32 100 

20 (70) 
=—16— Ale: 


Tax benefit from previously discontinued operations __ : 
a SEG RE Se 


Net earnings applicable to common___ 


Basic earnings per share 
Continuing operations 
Discontinued operations 
Alberta Distribution & Retail 
New Zealand_ 


$ 0.57 $ 0.85 


Continuing and undisposed discontinued operations 
Argentina 

Tax benefit from previously discontinued operations_ 
Net earnings to common__ 


0.13 0.15 
0.19 0.62 
$ 0.89 $ 1.62 

0.11 (0.43) 

O01 = O40 


Sale|) SS SLY 
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Generation decreased by $83 and regulated 
Transmission by $28 mainly due to the 1999 
Decision; offset by increased IPP revenue of 
$40 and non-regulated Transmission of $10 


Effect of 1999 Decision and unscheduled outages 
Effect of 1999 Decision 


Australia acquisition offset by one Alberta contract 


Reduced compensation and benefits costs 
Lower effective interest rates 

Lower pre-tax income and lower effective tax rate 
Full year TransAlta Power L.P. (1998 — 9 months) 


Effect of 1999 Decision partially offset by lower 
interest and taxes 

Lower gains on asset sales of $54 plus lower 
earnings of $14 

Gain on sale and recovery of 1998 provision in 
1999 compared to write-off in 1998 
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In late 1999, TransAlta chose a focused strategy on Generation, Transmission, Energy Marketing and IPP. The 
consolidated statements of earnings have been restated to present TransAlta’s operations in Argentina, its Distri- 
bution and Retail (D&R) businesses in Alberta and its New Zealand business as discontinued operations (Note 3). 
The Argentina operation was sold in 1999 and agreements were concluded subsequent to Dec. 31, 1999 to sell 
the Alberta D&R and New Zealand operations in 2000 (Note 24). Operating revenue, expenses, interest and 
taxes as well as an allocation of direct overheads and interest (and taxes thereon) associated with each of these 
discontinued operations have been removed from continuing operations and presented on a one-line basis as 
earnings from discontinued operations. 


SUMMARY OF RESULTS 


TransAlta’s net earnings applicable to common shares decreased by $25.0 million to $186.4 million ($1.10 earnings 
per share — EPS) from $211.4 million ($1.31 EPS). Earnings from continuing operations applicable to common 
shares declined to $97.0 million ($0.57 EPS) in 1999 from $137.4 million ($0.85 EPS) in 1998. Earnings from 
continuing operations and undisposed discontinued operations were $150.4 million ($0.89 EPS) compared to 
$262.0 million ($1.62 EPS) in the previous year. Cash flow per share from operating activities declined to 
$2.49 from $2.92 in 1998. These decreases were mainly due to lower regulated earnings and an increase in the 
weighted average common shares outstanding, which rose to 169.5 million in 1999 from 161.3 million in 1998. 
TransAlta issued 9.1 million common shares in November 1998. 


1999 REGULATORY DECISION 


In the fourth quarter of 1999, TransAlta received and recorded the Alberta Energy and Utilities Board’s (EUB) 
Phase | decision on 1999 and 2000 rates (the 1999 Decision). In 1998, TransAlta’s regulated operations earned 
a rate of return on average common shareholders’ equity of approximately 12 per cent (exclusive of the 1995 
Decision recorded in 1998 — Note 16). In the 1999 Decision, the EUB set its approved rates for 1999 based 
upon a rate of return on common shareholders’ equity of 9.25 per cent, but included conditions which precluded 
TransAlta from achieving this allowed return. Because the 1999 Decision was received in late 1999, TransAlta 
was unable to make operational decisions that would have mitigated the impact of the 1999 Decision. Consequently, 
TransAlta’s regulated operations earned a rate of return on average common shareholders’ equity of approximately 
7.3 per cent, primarily as a result of generation volume shortfalls due to outages as well as the methodology 
used by the EUB to calculate deferral accounts for generation. Deferral accounts are a regulatory mechanism that 
enable TransAlta and other utilities to be compensated for actual results that differ from forecasted amounts 
incorporated in a regulatory decision. The accounts provide for the sharing of risks between TransAlta and its 
ratepayers. Had TransAlta’s regulated operations earned the 1998 rate of return of 12 per cent in 1999, it is 
estimated that net earnings in 1999 would have been approximately $52 million greater (60.30 EPS). 


On Feb. 1, 2000, the EUB announced an amendment to its Phase | decision (the 1999 Final Decision) concerning 
the 1999 generation deferral account calculations that partially offsets the effect of the 1999 Decision (Note 24). 
The positive impact of the 1999 Final Decision increases allowable 1999 rates by approximately $30 million and 
net earnings by approximately $17 million ($0.10 EPS), and will be recorded in the first quarter of 2000. Due to the 
timing of the EUB’s 1999 Final Decision, the 1999 accounts were not adjusted. However, if the 1999 Final Decision 
had been recorded in 1999, TransAlta’s net earnings would have been approximately $203 million ($1.20 EPS), net 
earnings from continuing operations applicable to common shares would have been $114 million ($0.67 EPS) and 
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the regulated rate of return on common shareholders’ equity would have been approximately nine per cent. The 
1999 Final Decision also determined deferral account calculations for 2000 and thereby TransAlta’s regulated 
results in 2000. Certain other revenue requirement issues related to the 1999 Phase | decision and the 1996 
Phase II decision remain outstanding (Notes 16 and 24). The financial statements in this report do not include any 
estimate of the effects of these contingencies as the amounts are indeterminable at this time. The impact of 
these contingencies will be recorded in the period they are known. 


DIVIDENDS 


TransAlta’s 1999 net earnings per common share were $1.10 and dividends per common share were $1.00. 
TransAlta expects to maintain its current annual dividend of $1.00 per common share. 


FINANCING STRATEGY 


During 1999, a new financing strategy was implemented to raise all necessary capital at the TransAlta Corporation 
level. Funding raised by TransAlta Corporation will be invested in the various business units as required. Previously, 
capital had been raised separately for the Alberta Generation, Transmission and D&R businesses (which collectively 
comprise TransAlta Utilities Corporation) and the Independent Power Projects and New Zealand business segments 
(which comprise TransAlta Energy Corporation). 


SEGMENTED BUSINESS RESULTS 


GENERATION 


ee eee : : Reve Cr (11h 
Year ended 1998 $639.4 $299.4 
1999 Decision — lower return and recoverable costs (40.1) (40.1) 
Deferral accounts recovered in 2000 (30.0) (30.0) 
Lower production revenue and related fuel volume costs (13.0) (9.1) 
Higher maintenance, depreciation and fuel price costs = (12.2) 
1998 booking of 1995 Decision (Note 16) - 14.9 
1998 restructuring costs a8 = Z = 0.8 
Year ended 1999 == = = $556.3 $223.7 
Operational performance = = 1999 1998 
Production (GWh) 28,717 29,761 
Revenue/MWh $19.37 $21.48 
Operating expenses/MWh $11.54 $10.90 
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RESULTS ee 4 : 
The 1999 Decision included price deferral account provisions. However, the methodology prescribed 


by the 1999 Decision to calculate other deferral accounts did not achieve the intended protection from power 
pool price fluctuations. The 1999 Final Decision (issued Feb. 1, 2000) corrected this unintended impact on revenues 
and earnings by increasing allowable 1999 rates by approximately $30 million, which will be recorded in the first 
quarter of 2000. Production decreased by 1,044 gigawatt hours (GWh) mainly due to turbine blade failures and a 
boiler failure. Maintenance expense rose by $4.0 million due to work required as a result of the outages. Deprecia- 
tion increased by $4.5 million because of higher capital expenditures. After giving effect to the $30 million from 

the 1999 Final Decision, which will be recorded in 2000, Generation’s 1999 EBIT would have been $253.7 million. 


ae In December 1999, TransAlta made a filing under the Temporary Suspension Regulations (TSR) with 


the EUB to recover the portion of the 1999 and 2000 production shortfall related to unscheduled outages. No 
amount has been accrued for this filing. The 1999 Final Decision determines Generation’s regulated Alberta rates 

and risks for 2000. As in 1999, Generation revenue will be exposed to production volume variances. TransAlta is 

replacing turbine blades that failed in 1999 with new technology and unscheduled outages of this type are not 

expected to reoccur. Generation revenue is not Subject to price risk as it is covered by deferral accounts. 


On the expenditure side, Generation’s financial results will reflect actual operating and capital costs versus those 
upon which the 2000 rates were based. TransAlta is confident that, excluding the impact upon which the TSR 

was filed, Generation can achieve the 2000 earnings targets set in the 1999 Decision. TransAlta is evaluating 
opportunities to grow its generation business in the greater U.S. northwest region. California is an attractive market 
for generation from the Pacific Northwest, subject to availability of transmission capacity. 


Acquisition of the 1,340 (MW) coal-fired generation plant and mine in Centralia, Washington is anticipated to close 
by April 2000. Capital costs are expected to be approximately $1,125 million. This plant is expected to provide 
EBIT of approximately $50 million in its nine months of operations in 2000. 


In 2001, Generation’s Alberta operations will become deregulated and subject to the provisions of the long-term 

contracts known as power purchase arrangements (PPAs). TransAlta expects the PPA returns to be greater than those 
under the 1999 Decision, commensurate with the increased risks borne by TransAlta. The deemed equity component 
of Generation’s rate base will increase to 45 per cent in the PPA as compared to 40 per cent in the 1999 Decision. 
The equity risk measured as a spread over long-term government bonds will increase to 4.5 percentage points 
compared to the 3.5 percentage points in the 1999 Decision. 
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TRANSMISSION 


Reven le ee 5! 
Year ended 1998 $207.5 $130.5 
1999 Decision (27.9) (27.9) 
Non-regulated EPC activities 10.0 ZS} 
Increased other expenses - (Gen) 
1998 booking of 1995 rate adjustment (Note 16) = 5.9 
1998 restructuring charges = Des} 
Year ended 1999 $189.6 $110.0 


Riess UiesS: ; , A 
The decline in revenue was a result of lower regulated revenues, offset by higher revenues from 


competitive engineering, procurement and construction (EPC) contracts. The reduction in Transmission’s regulated 
revenues was due to the 1999 Decision, of which $13 million is attributable to the lower allowed rate of return. 
The remaining decrease was due to operating efficiencies passed on to ratepayers in 1999. 


OUTLOOK The 1999 Decision determines Transmission’s regulated Alberta rates and risks for 2000. Trans- 


mission’s regulated revenues are fixed except for a deferral account for the current year’s capital expenditures. 
Transmission remains exposed to operating expenditures differing from those approved under the 1999 Decision. 
TransAlta is confident it can meet or improve on the cost targets set in the 1999 Decision. Transmission will 
continue to pursue competitive EPC contracts, primarily in Alberta. While transmission will remain a regulated 
monopoly in Alberta, the Transmission Administrator is using a competitive bidding process for any new facilities 
that require an investment of more than $10 million. TransAlta has already successfully completed two competitive 
transmission projects. 


ENERGY MARKETING 


1999 1998 
Net revenue $11.0 $10.4 
EBIT $ 1.6 $ (0.7) 


ReSulins cs a 5 “ 
Net revenue for Energy Marketing’s operations (gross value of trades less associated commodity 


procurement costs) was essentially the same for 1999 and 1998. Revenue for this business is derived primarily 
from short-term, back-to-back trading of electricity and natural gas. Trades are only executed with creditworthy 


counterparties, positions are generally not left open and ‘capital at risk’ is maintained at nominal amounts relative 
to overall corporate earnings. 
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EBIT increased by $2.3 million because costs dedicated to proprietary trading were reduced. Energy Marketing 
operates on behalf of the operating businesses to sell electricity produced and purchase natural gas not covered 
by long-term contracts, to establish long-term contracts for the sale of electricity and the purchase of natural gas, 
and to purchase and sell transmission capacity to transmit electricity. The result of these arrangements and the 
costs to execute them are included in the appropriate business segment results. 


o> =» Energy Marketing’s net revenue and EBIT will not change materially in that additional growth and effort 


will be directed at improving returns in the Generation and IPP businesses rather than increasing proprietary 
trading activities. 


INDEPENDENT POWER PROJECTS (1PP) 


Revenue EBIT 
Year ended 1998 $232.6 $54.5 
Australia operations 37.6 alley 
Western Canada plants PAe3} 2.6 
Ontario plants — TransAlta Cogeneration, L.P. 4.0 (0.5) 
Mildred Lake (Syncrude) power plant (13.0) (12.0) 
Project development costs a ofa S See OE oe et (5.4) 
Year ended 1999 = ss SS $2725 3 ee $5087 


"The Australia acquisition and the commissioning of the Fort Nelson, Fort Saskatchewan and Lloydminster 


plants in Western Canada increased revenues and EBIT. These increases were offset by decreased revenues and 
EBIT from the Mildred Lake (Syncrude) plant. The terms of the Syncrude contract resulted in the decrease in 
revenues from 1998 to 1999. Higher fuel and gas transportation costs for the Ontario plants decreased their 
EBIT contribution. Production increased by 1,291 GWh mainly as a result of the Australia acquisition and the 
new plants in Western Canada. Higher project development activities reduced EBIT. 


Cee A full year of earnings contribution from the Australia assets, the Western Canada plants and the Suncor 
operating and maintenance contract are expected to increase EBIT in 2000. The Syncrude contract contribution 
will decrease due to the contracted decline in revenues. The Suncor plant is expected to be fully operational in 
early 2001. We expect the Sarnia plant contracts to be signed and construction to begin in 2000, with operations 
anticipated to commence in late 2002. IPP continually evaluates opportunities that fit TransAlta’s risk profile in 
targeted markets including Canada, select regions of the United States, Australia, Mexico and New Zealand in the 


long term. 


In Australia, privatization of generation and distribution could begin in most states within three years with full 
retail access commencing by 2001. In Western Australia, where TransAlta’s operations are located, electricity 
demand is expected to grow faster than in any other state. The national gas market is also deregulating, which is 
improving the economics of gas-fired generation versus coal. In 1999, TransAlta identified Mexico as an attractive 
new market due to the forecasted need for an additional 1,300 MW of capacity in the near term. 
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CORPORATE OVERHEADS 


=== so ae ee ee 1999 =i 1998 


$68.3 $81.6 


Sagara Corporate overheads are net of amounts directly related to discontinued operations. Corporate overheads 


decreased by $13.3 million. The decline was mainly attributable to lower performance share ownership plan (PSOP) 
costs of $3.3 million in 1999, $8.2 million in reduced salaries and benefits as a result of operational efficiencies 
and lower pension costs, and non-recurring restructuring costs of $2.4 million in 1998. 

nas Overhead costs are expected to continue to decline relative to revenue and operating income. 
Beginning in 2000, TransAlta will fully allocate overheads to its operating business segments. 


NET INTEREST EXPENSE, PREFERRED SECURITIES AND OTHER 


7 eee ee __1999 1998 

Interest expense $ 94.2 $110.7 
Interest income (15.1) (13.3) 
Other corporate income = (zs) 
Preferred securities distributions, net of tax ————— 5,2 = 
Wo S843 SE SOG EA 

Year ended 1998 $ 96.1 
Lower effective interest rates (26.5) 
Increased capitalized interest and AFUDC* (fide) 
Increased debt levels 2D 
Increased preferred securities distributions, net of tax BF) 
Increased interest and other corporate income === ee ae = (0.5) 
Year ended 1999 > = —_—s —_ ie 2 _ ae S 84.3 


*Allowance for funds used during construction 
RESULTS . P - A 4 

Interest expense is net of amounts directly related to discontinued operations as well as amounts 
allocated to discontinued operations, which totalled $51.3 million in 1999 and $63.2 million in 1998. 


Preferred securities distributions, net of tax, increased to $5.2 million as the preferred securities were issued in 
April and December 1999. This charge was deducted from net earnings for the purposes of calculating earnings 
per common share from continuing operations and net earnings per common share. Interest income increased 
as a result of higher investment balances. 
OUTLOOK 

The preferred securities distribution is expected to increase in 2000 as both issues will be outstanding 
for the entire year. Interest capitalized during construction is expected to increase in 2000. Net interest expense 
is expected to increase to fund new IPPs as the proceeds from the sale of discontinued operations will be reinvested 
in Centralia and gas-fired IPP generation projects under construction or in development. 
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INCOME TAXES 


ee a EC 


$105.5 $141.6 
RESULTS Income taxes are net of amounts directly related to discontinued operations as well as an allocation 
of income taxes on allocated direct corporate overheads and interest expenses. Income taxes decreased by 
$36.1 million mainly due to the decline in earnings before tax. The effective income tax rate (expressed as a 
percentage of earnings from continuing operations before income taxes and non-controlling interests) decreased 
by 2.1 per cent to 44.2 per cent in 1999 from 46.3 per cent in 1998. The decline was primarily attributable to 
higher earnings from lower tax rate jurisdictions. 
OUTLOOK tTransAlta’s effective tax rate may change as a result of the new accounting standards to be adopted 
in 2000. However, management does not expect the change to be material. Canada’s 1999 federal budget 
extended the manufacturing and processing (M&P) deduction to the electricity generation industry. The 2000 
federal budget proposed the extension of the M&P tax credit to corporations that produce, for sale, electrical 
energy or steam used in the generation of electricity. The effect of these changes is not expected to be material 
as the majority of TransAlta’s Canadian taxable income has preferential tax rates. 


NON-CONTROLLING INTERESTS 


199 Oe IOS 


$30.9 $27.0 
A Sgt a Non-controlling interests share of TransAlta’s consolidated earnings from continuing operations after 
income taxes increased by $3.9 million. Preferred share dividends of the subsidiary, TransAlta Utilities Corporation, 
were unchanged at $21.1 million. The non-controlling interests related to TransAlta Power, L.P.’s 49.99 per cent 
limited partnership interest in TransAlta Cogeneration, L.P.’s earnings increased by $3.2 million. The limited 


partnership transaction was formed in April 1998. 


hes Ay Series preferred shares of TransAlta Utilities Corporation in the amount of $146.1 million 
will be redeemed in March 2000 resulting in a $9 million decrease in the charge from non-controlling interests 
in 2000. Otherwise, no significant changes in non-controlling interests are anticipated. 


TRANSALTA CORPORATION 


MANAGEMENT’S DISCUSSION & ANALYSIS 


DISCONTINUED OPERATIONS 


ALBERTA DISTRIBUTION & RETAIL 


—— a 1999 1998 


Earnings $21.8 $24.9 


age a Earnings from the discontinued Distribution and Retail (D&R) operations in Alberta decreased by 


$3.1 million. Revenues decreased by $35.9 million with $13 million attributable to the lower rate of return in 
the 1999 Decision. The remaining $22.9 million decline in revenue was due to higher power line losses and 
increased sales to lower-margin customers. Expenses for 1999 included a $9.6 million rate adjustment relating 
to 1997 and 1996, while 1998 expenses included a 1995 rate adjustment of $4.8 million (Note 16) and 
restructuring charges of $9.6 million. Otherwise, expenses fell by $6.5 million due to a full year of the benefits 
of the restructuring. The decrease in EBIT of $24.6 million was partially offset by lower allocated interest of $5.0 
million and reduced income taxes of $16.5 million, resulted from lower taxable income and a significant decline 
in the effective tax rate due to non-deductible pension costs in 1998. 


Sor ce TransAlta entered into an agreement on Feb. 7, 2000, to sell its D&R assets (Note 24) for cash 


proceeds of approximately $645 million. The sale is subject to regulatory approvals. The actual cash proceeds 
will be determined by the rate base on the closing date plus recovery of working capital. TransAlta will record 

D&R’s 2000 earnings as discontinued operations until the expected closing in the third quarter of 2000. The 1999 
Decision determines D&R’s rates and risks for 2000. D&R is exposed to sales volumes by customer group differing 
from those assumed in the 1999 Decision. D&R is not exposed to power pool prices. D&R is exposed to power 
line losses, as well as capital and operating expenditures differing from those approved under the 1999 Decision. 


NEW ZEALAND 


2 a ee ——e Se 1999 1998 


Earnings $31.6 $99.7 


RIES 'ULTS 7 a 5 A 
Earnings from discontinued operations in New Zealand decreased by $68.1 million. After removing the 


impacts of the $18.1 million gain on sale of the gas distribution business recorded in 1999 and the $74.0 million 
gain on the sale of the electricity lines business in 1998 (both amounts after tax and non-controlling interests — 
Note 3), 1999 earnings decreased by $12.2 million. The New Zealand operations changed considerably due to 
energy industry reforms. Principal operations in 1998 included the electricity lines business, which was sold on 
Dec. 31, 1998, and the gas distribution business, which was sold on March 31, 1999. The 1999 operations 
reflected the integration costs of the acquisition of two major urban retail businesses that increased the number 
of customers from 160,000 to 535,000. 


OUTLOOK 
In January 2000, TransAlta entered into an agreement to sell its New Zealand operations for cash 


proceeds of NZ$830 million with an expected closing date of March 31, 2000 (Note 24). 
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ARGENTINA 


1999 1998 


Earnings $19.7 $(69.9) 


RESULTS : A 4 : - : 4 
Earnings from discontinued operations in Argentina in 1999 consisted of a $7.3 million gain from the 


sale of the operation in the fourth quarter, and the reversal of a $12.4 million provision resulting from the expiry of 
an unused US$9.3 million standby credit facility (Note 3). The 1998 earnings included write-downs of $72.1 million. 


TAX BENEFIT FROM PREVIOUSLY DISCONTINUED OPERATIONS 


= 1999 1998 


$16.3 $19.3 


The tax benefit from previously discontinued operations was the recovery of previously unrecorded capital losses 
as a result of the taxes payable on the limited partnership transaction. No such benefits are expected in 2000. 


NEW ACCOUNTING STANDARDS 


In 1999, TransAlta adopted the new accounting standards for employee future benefits (Notes 1 and 18). This 

change in accounting policy had the effect of increasing 1999 net earnings by $8.8 million ($0.05 EPS), of which 
$6.5 million ($0.04 EPS) related to continuing operations. The change was prospectively applied with no effect on 
1998 earnings. 


New accounting standards for income taxes will be applied by TransAlta in 2000, with retroactive restatement of 
prior years. The new standards require the use of the liability method of accounting for income taxes, except for 
rate-regulated operations or certain long-term contracts that meet exemption criteria. TransAlta is evaluating the 
impact of this standard on its financial results. At this time TransAlta cannot estimate the full impact, but the 
change to TransAlta’s effective tax rate in 2000 due to the new standards is estimated to be immaterial. 


CONSOLIDATED STATEMENTS OF CASH FLOWS 


TransAlta used cash of $74 million in 1999 as compared to providing cash of $93 million in 1998. Significant 
changes were as follows: 


ital a Skee Operating activities provided cash of $422 million in 1999 as compared to $471 million 
in 1998, a decrease of $49 million. This decrease was mainly attributable to the increase in cash used in income 
tax payments. 


Cash flow per share from operating activities decreased by $0.43 to $2.49 as a result of the decline in cash from 
operating activities discussed above combined with the dilutive effect of the common share issuance in late 1998. 


ei 
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Da hel igs gh a Investing activities used cash of $989 million in 1999 as compared to $137 million 


in 1998, an increase in use of cash of $852 million as significant investments were made in IPP capital projects 
in 1999. 


Additions to capital assets used cash of $683 million in 1999, with the IPP segment accounting for most of the 
investments. Major IPP expenditures in 1999 included the Fort Nelson, Fort Saskatchewan, Edmonton composting 
facility, Poplar Creek (Suncor) and Lloydminster projects. 


Acquisitions used cash of $348 million in 1999. The IPP segment used cash of $187 million to acquire an 
85 per cent interest in generating capacity of 250 megawatts in Western Australia. The New Zealand discontinued 
operation used cash of $106 million to acquire interests in the Rotokawa and Taranaki generating assets as well 
as $55 million to increase its interest in TransAlta New Zealand to 75.8 per cent. 


Cash provided by disposals was $90 million for the proceeds on the sale of New Zealand’s gas distribution 
business in 1999 while 1998 proceeds included $469 million received on the sale of the New Zealand electricity 
lines business. 


EG Sie AS Financing activities provided cash of $493 million in 1999 as compared to using cash of 


$241 million in 1998, an increase in cash provided by financing activities of $733 million to finance the significant 
investments in non-regulated projects. 


Short-term and long-term debt provided cash of $454 million in 1999, of which $236 million related to a back-to- 
back arrangement with an equivalent use of cash as an investing activity. In 1998, short-term debt and long-term 
debt net repayments used cash of $218 million. 


The $33 million cash paid to a subsidiary’s non-controlling common shareholders was comprised primarily of a 
return of capital relating to the Australia power plants acquired in 1999. The $14 million increase in cash used 
for distributions to a subsidiary’s non-controlling limited partner represented a full year of such distributions in 1999. 


The preferred securities issued in 1999 provided cash of $295 million, after issue costs and related tax benefits. 
In 1998, the corporation issued 9.1 million common shares for cash of $214 million. 


CONSOLIDATED BALANCE SHEETS 


Total assets increased by $540 million to $5,932 million at Dec. 31, 1999 compared to $5,392 million at 
Dec. 31, 1998, mainly as a result of the following significant items: 


— Cash decreased by $80 million as discussed in the analysis of the consolidated statements of cash flows. 

— Investments increased by $126 million due to the 1999 investment of $236 million in restricted bank deposits 
offset by a maturity of $80 million. 

— Capital assets increased by $484 million with acquisitions in Australia and New Zealand increasing capital 
assets by $477 million. Additions to capital assets accounted for a further $683 million of the increase. 
The disposal of the New Zealand gas distribution business reduced capital assets by $54 million and the 
disposal of the Argentinian operations reduced capital assets by $233 million. Depreciation also reduced 
capital assets by $322 million and the remaining reduction was due to foreign currency translation differences 
for capital assets of foreign operations. 


Total liabilities and shareholders’ equity increased by $540 million, with major changes as follows: 


Short-term debt increased by $123 million to fund acquisitions and additions to capital assets. 

Long-term debt, including the current portion, increased by $274 million. The increase reflected $122 million 
assumed on the Taranaki acquisition and $332 million in net long-term debt issuances. The disposal of 
Argentina decreased long-term debt by $162 million. The equity portion of the $295 million of preferred 
securities issuances was used to retire an equivalent amount of long-term debt, but acquisitions and additions 
to capital assets more than offset this amount. The remaining reduction was due to foreign currency translation 
differences for long-term debt of foreign operations. 

Non-controlling interests decreased by $126 million. The disposal of the Argentinian operations reduced non- 
controlling interests by $73 million. The buyout of a portion of the non-controlling interest in New Zealand 
further reduced non-controlling interests by $44 million. 

Preferred securities increased by $287 million due to two issuances in 1999. 


LIQUIDITY AND CAPITAL RESOURCES 


During 1999, a new financing strategy was implemented whereby all external capital will be raised at the TransAlta 
Corporation level to be invested in the various business units and affiliated or subsidiary companies as required. 
Previously, capital had been raised separately for the Alberta Generation, Transmission and Distribution business 
segments (which collectively comprise TransAlta Utilities Corporation) and the Independent Power Projects and New 
Zealand business segments (which are included in TransAlta Energy Corporation). 


This new financing strategy was implemented to allow TransAlta to gain access to sufficient capital at the lowest 
overall cost to finance its growth strategy and to provide increased corporate flexibility. This strategy involved 
establishing TransAlta Corporation as an issuer in the Canadian capital markets and included: 


establishing a $1,500 million medium-term note program, 

implementing a $600 million commercial paper program, 

concluding a $1,200 million syndicated bank credit facility, 

obtaining credit ratings from Canadian credit rating agencies for all of the corporation’s public debt and 
preferred securities, 

commencing the process to obtain credit ratings from major U.S. credit rating agencies in order to provide 
access to the U.S. capital markets, and 

being one of the first issuers of preferred securities in Canadian capital markets with two issues totalling 
$300 million in 1999. 


In conjunction, a $300 million commercial paper program of TransAlta Utilities Corporation and the $400 million 
US bank credit facility of TransAlta Energy Corporation were cancelled. In addition, the Medium-Term Note program 
of TransAlta Utilities was renewed in 1999 for $500 million. It is expected that TransAlta Corporation will 
purchase all the securities issued under the program with no new issues to third parties. It is the corporation’s 
expectation that substantially all future financing requirements will be met through raising capital at the TransAlta 


Corporation level. 
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Cash requirements arose primarily from capital maintenance requirements of the Generation and Transmission and 
D&R businesses in Alberta; growth in Independent Power Projects; acquisitions; refinancing long-term debt maturities; 
and general working capital requirements. Historically, acquisitions and new investments have initially been financed 
with short-term debt and subsequently refinanced with an appropriate mix of common equity, cash flow from 
operations, long-term debt and preferred securities depending on prevailing market conditions. 


Short-term liquidity is provided through cash flow from operations and the use of the $600 million commercial 
paper program and $1,200 million credit facility. At Dec. 31, 1999, approximately $215 million of the $1,200 million 
credit facility was utilized, of which $210 million was short-term paper. 


Long-term funding is provided through the maintenance of high-quality credit ratings and a carefully managed capital 
structure, which together create a strong balance sheet and ready access to capital markets at competitive rates. 
The corporation’s capital structure consisted of the following components at Dec. 31, 1999 and 1998: 


1999 1999 1998 1998 

Debt, net of cash and interest-earning investments $2,003.8 42% $16 75:5 39% 
Preferred securities and preferred shares of a subsidiary 555.4 12% 268.4 6% 
Other non-controlling interests 377.4 8% 503.3 12% 
Common shareholders’ equity 1,835.6 38% istel(0) A, 
$4,772.2 100% $4,302.2 100% 


The credit ratings for the corporation’s various securities and TransAlta Power, L.P.’s units as determined by the 
Canadian Bond Rating Service (CBRS) and the Dominion Bond Rating Service (DBRS) are as follows: 


CBRS DBRS 
TransAlta Corporation 
Commercial paper A-L R-1(Mid) 
Senior unsecured debentures A-High A-High 
Preferred securities A(Low) Pfd-2(High)y 
TransAlta Utilities Corporation 
Senior secured debentures A+ AA(Low) 
Preferred shares P-1 Pfd-1 (Low) 
TransAlta Power, L.P. Syl = 


(Non-controlling partner in TransAlta’s subsidiary, 
TransAlta Cogeneration, L.P.) 
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CASH REQUIREMENTS 


Future cash requirements include new acquisitions such as the Centralia plant, additions to Capital assets and 
redemption of long-term securities. In 2000, cash will be provided from operations, new debt financing and the 
proceeds from the sale of the Alberta Distribution and Retail businesses (D&R) subject to regulatory approval, 
and the sale of the corporation’s 76 per cent interest in TransAlta New Zealand Ltd. The following table provides 
an estimate of 2000 expenditures, refinancing requirements and the related sources of funding: 


Capital expenditures: 


Generation, Centralia $1,125 
Independent Power Projects 700 
Generation, Alberta 75 
Alberta D&R 50 
Transmission, Alberta 30 
Corporate 25 
Refinancing requirements: 
Senior debt 200 
Preferred shares — ee ———s ——— — = =e 2 145 
Total cash requirements = E inal a A oo = $2,350 
Cash from operations, net of dividends $ 380 
Proceeds on sale of TransAlta New Zealand (net of tax) 600 
Proceeds on sale of Alberta D&R 645 
Tax savings realized on sale of D&R 165 
Issue of senior debt and/or preferred securities __ = ————— — = : = 2 — BGO) 
Total cash sources a : Rar — ee — $2,350 


The Centralia expenditures include the initial acquisition costs and expenditures for environmental upgrades, as well 
as costs to improve the efficiency of the mining operations. Generation’s Alberta expenditures are necessary to 
maintain and improve the output from the existing facilities. The IPP expenditures include approximately $400 million 
on plants currently under construction, or expected to begin construction in 2000, with the balance relating to as 
yet unidentified opportunities. Other capital expenditures are primarily maintenance capital. 


Based upon the above capital expenditure program and funding, the corporation’s debt to capitalization ratio at 
Dec. 31, 2000 is forecast to be approximately 45 per cent or some five per cent below the target of 50 per cent. 
This provides the corporation additional financial capacity of some $500 million to fund investments in additional 
acquisitions or capital expenditures to accelerate its growth strategy. 


TransAlta’s employee future benefits plans had a net accounting surplus of $102.4 million as at Dec. 31, 1999. 
In the near term, TransAlta does not expect to make any contributions to its plans, and will use the surplus in 
the registered defined benefit plan to fund benefits paid under both the registered defined contribution and the 
supplemental defined benefit plans. 


35 


MANAGEMENT'S DISCUSSION & ANALYSIS 


MANAGEMENT’S DISCUSSION & ANALYSIS 


FINANCING ACTIVITIES 


The corporation’s objective is to manage the maturities of the various securities on issue such that no more than 
15 per cent of the total outstanding securities mature in any one year. 


The corporation concluded the following new issues during 1999: 


Long-term debt 

Bank credit facility New Zealand 
Debentures 

Debentures 

Debentures 

Debentures 

Other 


Preferred securities 


In 1999, TransAlta repaid or redeemed the following long-term debt: 


Bank credit facilities 

Bank debt — Taranaki plant 
Debentures 

First mortgage bonds 
Other 


____ Due date Rate Principal 

2004 6.6% $235.0 

2009 6.6% 205.0 

2005 6.25% 150.0 

2004 6.4% A510) 

2029 7.3% 110.0 

So = 10.0 

: = $835.0 

2048 7.5% $175.0 

ea : 2048 8.15% 125.0 
—- » $300.0 
: = Maturity Rate Amount 
1999 5.4% $204 

2011 6.0% 180 

1999 10.13% 100 

2002 11.5% ND 

10 


$503 
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RISK MANAGEMENT 


The corporation has a financial exposure management policy and a commodity risk exposure management policy 
which are reviewed and monitored by the Audit and Environment Committee of the board of directors. These policies 
include limits on exposures (currency, credit, interest rate and commodity prices), reporting practices and other 
procedures necessary for the corporation to manage and control its financial and commodity exposures. 
Mane ern The corporation has exposure to various currencies as a result of its investments 
and operations in foreign jurisdictions and the acquisition of equipment and services from foreign suppliers. The 
corporation has exposures primarily to the United States, New Zealand, Australian and Swiss currencies. These 
exposures are managed through the use of a variety of hedging instruments including cross-currency swaps and 
forward sales contracts. 


Translation gains and losses related to the carrying value of the corporation’s foreign operations are deferred and 
included in the cumulative translation account in shareholders’ equity. At Dec. 31, 1999, the balance in this account 
was a loss of $39.0 million (Dec. 31, 1998 — $13.1 million loss) of which $36.8 million (1998 — $14.3 million) 
relates to the New Zealand operations. This loss will be realized upon the disposition of the 76 per cent interest 
in TransAlta New Zealand Limited with the actual amount of the loss dependent on movements in exchange rates 
up to March 31, 2000, being the expected closing date of the sale. The increase in the loss for 1999 relates to 
the depreciation of the New Zealand dollar relative to the Canadian dollar. 

ee" Poe coehe ee The corporation has exposure to movements in interest rates and manages this 
exposure by maintaining a limit on the amount of debt subject to floating interest rates. At Dec. 31, 1999, 
approximately 26 per cent of the corporation’s total debt portfolio was subject to movements in floating interest 
rates through a combination of floating rate debt and interest rate swaps. 

aie So The corporation operates a commodity trading business and as a result is exposed 
to movements in selected commodity prices including electricity and natural gas. The trading operations primarily 
trade against output from the corporation’s generation assets and enter into a variety of short- and long-term 
contracts to limit the corporation’s exposure to short-term price movements and maximize overall revenues. The 
corporation also trades gas and electricity on a proprietary basis; however, such trading is strictly controlled 
and limited. The corporation manages this risk through the use of Value at Risk (VaR) methodologies and at 
Dec. 31, 1999 the corporation had approximately $1 million of VaR versus a limit of $4 million. 
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aha ceate nar ford de Neat le Saay year 2000 date-related issue posed some risk of income loss to TransAlta, 


disruption in electrical service to customers, exposure in respect of third-party systems and the possibility of third- 
party litigation. TransAlta’s comprehensive approach managed the risk by using the phases of inventory, assessment, 
conversion or replacement, testing, evaluating third-party dependencies and contingency planning. 


TransAlta entered the year 2000 with continued service to our customers. Although we did experience a few very 
minor incidents following the new year and leap year transition period, they did not affect service to our customers 
nor interrupt business continuity. 


Payments for year 2000 hardware will be capitalized according to their asset class and depreciated over the asset’s 
remaining life. Payments for year 2000 software will be amortized over five years. This approach is consistent with 
TransAlta’s accounting policy for information technology expenditures. The total cost of TransAlta’s activities, 
including the costs to date, is estimated at $30 million. 


LIMATE HA RISK MAN N ; . “ Api 
Bot 4 ANAGEMENT TransAlta’s climate change strategy addresses the potential competitive 


risks to its fossil-fuelled generation plants from future changes in public policy, which could include changes to 
environmental controls, regulatory regimes, taxes or charges. Contractual provisions in Generation’s Alberta power 
purchase arrangements substantially cover TransAlta for risks related to potential changes in law. 


TransAlta’s strategy addresses the following key areas: reducing net emissions; participating in provincial, federal 
and international policy development; contributing to research and development; purchasing renewable energy; 
and testing market-based approaches, such as the trading of emission reduction credits. TransAlta has exceeded 
its voluntary goal to return net greenhouse gas emissions to 1990 levels in 2000. 


In addition, TransAlta is implementing an enhanced environmental management system designed to meet the ISO 
14001 international standard. All TransAlta facilities undergo compliance and management system integrity 
audits on a cycle determined by facility performance, on average, once every three years. 


DISCUSSION & ANALYSIS 


FINANCIAL 
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MANAGEMENT’S RESPONSIBILITY 


In management’s opinion, the accompanying consolidated financial statements have been properly prepared within 
reasonable limits of materiality and within the framework of appropriately selected generally accepted accounting 
principles and policies consistently applied and summarized in the consolidated financial statements. Since a 
precise determination of many assets and liabilities is dependent upon future events, the preparation of periodic 
financial statements necessarily involves the use of estimates and approximations. These have been made using 
careful judgment and with all information available up to Feb. 3, 2000 (except for Note 24, which is at Feb. 7, 2000). 
Management is responsible for all information in the annual report. Financial operating data in the report are 
consistent, where applicable, with the consolidated financial statements. 


To meet its responsibility for reliable and accurate financial statements, management has established systems of 
internal control which are designed to provide reasonable assurance that financial information is relevant, reliable 
and accurate, and that assets are safeguarded and transactions are executed in accordance with management’s 
authorization. These systems are monitored by management and by internal auditors. In addition, the internal 
auditors perform appropriate tests and related audit procedures. 


The consolidated financial statements have been examined by Ernst & Young LLP, independent chartered accoun- 
tants. The external auditors’ responsibility is to express a professional opinion on the fairness of management’s 
consolidated financial statements. The auditors’ report outlines the scope of their examination and sets forth 
their opinion. 


The audit committee of the board of directors is comprised of independent directors. The audit committee meets 
regularly with management, the internal auditors and the external auditors to satisfy itself that each is properly 
discharging its responsibilities, and to review the consolidated financial statements. The audit committee reports 
its findings to the board of directors for consideration when approving the consolidated financial statements for 
issuance to the shareholders. The audit committee also recommends, for review by the board of directors and 
approval of shareholders, the appointment of the external auditors. The internal and external auditors have full 
and free access to the audit committee. 


Aetna fy 


Stephen G. Snyder lan A. Bourne 
President & Chief Executive Officer Executive Vice-President & Chief 
Financial Officer 


Feb. 3, 2000 
(except for Note 24, which is as at Feb. 7, 2000) 
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AUDITORS’ REPORT 


iO Meee ornPAN iE OMS EIS. Ol PRAWNS ALT A - CiO:R P.O RIA IOEN 3 - 
We have audited the consolidated balance sheets 


of TransAlta Corporation as at Dec. 31, 1999 and 1998 and the consolidated statements of earnings and 
retained earnings and cash flows for the years then ended. These financial statements are the responsibility 


of the corporation’s management. Our responsibility is to express an opinion on these financial statements 
based on our audits. 


We conducted our audits in accordance with auditing standards generally accepted in Canada. Those standards 
require that we plan and perform an audit to obtain reasonable assurance whether the financial statements are 
free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts 
and disclosures in the financial statements. An audit also includes assessing the accounting principles used and 
significant estimates made by management, as well as evaluating the overall financial statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the financial posi- 
tion of the corporation as at Dec. 31, 1999 and 1998 and the results of its operations and its cash flows for the 
years then ended in accordance with accounting principles generally accepted in Canada. 


Grnet * Youn Lhe 


Ernst & Young LLP 
Chartered Accountants 
Calgary, Canada 


Feb. 3, 2000 
(except for Note 24, which is as at Feb. 7, 2000) 


AUDITORS’ 
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CONSOLIDATED STATEMENTS OF EARNINGS & RETAINED EARNINGS 


Years ended December 31 


(in millions except earnings per common share) 1999 1998 
Revenues $1,029.4 $1,089.9 
Operating expenses 
Operations, maintenance and administration 262.7 240.6 
Depreciation and amortization (Note 7) 210.3 193.14 
Fuel 205.4 191.5 
Taxes, other than income taxes 35.7 Son 
Restructuring charge (Note 18) ~ 6.1 
714.1 667.0 
Operating income 315.3 422.9 
Other income 2.4 Aes 
Interest income 15.1 aiSes 
Interest charges (Note 10) (94.2) (110.7) 
Earnings from continuing operations before rate adjustment, 
Income taxes and non-controlling interests 238.6 326.8 
Rate adjustment (Notes 16 and 24) = (20.8) 
Earnings from continuing operations before income taxes 
and non-controlling interests 238.6 306.0 
Income taxes (Note 17) 105.5 141.6 
Non-controlling interests (Note 12) 30.9 27.0 
Earnings from continuing operations 102.2 137.4 
Earnings from discontinued Distribution and Retail operation in Alberta (Note 3) 21.8 24.9 
Earnings from discontinued operation in New Zealand (Note 3) 31.6 99.7 
Earnings (loss) from discontinued operation in Argentina (Note 3) 19.7 (69.9) 
Tax benefit from previously discontinued operations (Note 4) 16.3 19:3) 
Net earnings 191.6 PALL 
Preferred securities distributions, net of tax (Note 13) 5.2 = 
Net earnings applicable to common shareholders $ 186.4 SS Balal 7 
Common share dividends (169.5) (160.2) 
Retained earnings 
Opening balance 706.4 655.2 
Closing balance S$ 723.3 $ 706.4 
Weighted average common shares outstanding in the period 169.5 161.3 


Basic earnings per share 
Continuing operations $ 0.57 $ 0.85 
Discontinued operations 


Distribution and Retail operations in Alberta 0.13 0.15 
New Zealand operations 0.19 0.62 
0.89 1.62 
Argentina operations 0.11 (0.43) 
Tax benefit from previously discontinued operations 0.10 O12 
Net earnings $ 1.10 5) alesul 
Fully diluted earnings per share (Note 13) 
Continuing operations $ 0.55 $ 0.85 
Net earnings $ 1.07 $ 1.29 


SEE ACCOMPANYING NOTES. 
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CONSOLIDATED BALANCE SHEETS 


December 31 


(in millions) 1999 1998 
Assets 
Current assets 
Cash $ 75.3 GS ales) 2 
Restricted investments (Note 5) 88.3 80.3 
Limited partnership final installment receivable (Note 4) ~ 118.4 
Accounts receivable 394.7 304.1 
Materials and supplies at average cost 56.2 48.5 
614.5 706.5 
Investments (Note 5) 247.7 AAPL AL 
Long-term receivable (Note 6) 2iee 39.4 
Capital assets (Notes 7 and 10) 
Cost 8,061.9 7,480.6 
Accumulated depreciation ; : z (3,094.5) (2,997.3) 
4,967.4 4,483.3 
Other assets (Note 8) u x 75.3 41.3 
Total assets _ __$5,932.1 $5,392.6 


Liabilities and shareholders’ equity 
Current liabilities 


Short-term debt (Note 9) $ 214.8 $ 91.5 
Accounts payable and accrued liabilities 481.5 451.1 
Dividends payable 48.0 47.9 
Current portion of long-term debt (Note 10) 2 a 211.8 AL Tesyal 
956.1 765.6 
Long-term debt (Note 10) 1,965.6 1,728.5 
Deferred credits (Notes 4 and 11) 169.5 196.0 
Deferred income taxes (Note 17) 72.5 75.8 
Non-controlling interests (Note 12) 
Preferred shares of a subsidiary 268.3 268.4 
Other 377.4 503.3 
645.7 areleny; 
Preferred securities (Note 13) 287.1 = 
Common shareholders’ equity 
Common shares (Notes 14, 15 and 24) 1,145.9 1,144.4 
Contributed surplus 5.4 alles: 
Retained earnings 723.3 706.4 
Cumulative translation adjustment _(39.0) (13.1) 
1,835.6 1,855.0 
Total liabilities and shareholders’ equity $5,932,1 $5,392.6 


Contingencies and commitments (Notes 7, 16, 21, 22 and 24) 


SEE ACCOMPANYING NOTES. 


—_- 
On behalf of the board: Shei fon 


John T. Ferguson J. Wallace Madill 
Director Director 
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CONSOLIDATED STATEMENTS OF CASH FLOWS 


Years ended December 31 


Net earnings 


Other 


Interest paid 


(in millions except cash flow per share) 1999 1998 
Operating activities 
$ 191.6 Sede 
Depreciation and amortization 325.5 284.8 
Non-controlling interests 52.1 98.5 
Gain on sale of assets (36.0) (149.0) 
Write-down (recovery) of discontinued operation in Argentina (Note 3) (19.7) T2zaAl 
Deferred income taxes (9.0) (10.4) 
Other non-cash items (27.7) (25.5) 
476.8 481.9 
Change in non-cash operating working capital balances (54.8) (EIE2) 
Cash flow from operating activities 422.0 470.7 
Investing activities 
Additions to capital assets (683.0) (325.0) 
Acquisitions (Notes 3 and 4) (347.6) (249.2) 
Proceeds on sale of capital assets to limited partnership (Note 4) 118.4 160.6 
Proceeds on sale of capital assets - 4.2 
Disposals (Note 3) 89.9 481.9 
Restricted investments (153.4) (163.9) 
Long-term receivable 9.1 - 
Long-term investments (Note 4) 16.3 (39.2) 
Deferred charges (38.5) (6.6) 
Cash flow to investing activities (988.8) (Glee) 
Financing activities 
Net increase in short-term debt 121.5 49.9 
Issuance of long-term debt 835.4 549.2 
Repayment of long-term debt (503.2) (816.9) 
Premium on redemption of long-term debt - (45.0) 
Dividends to subsidiary’s non-controlling preferred shareholders (21.1) (Zak) 
Dividends to subsidiary’s non-controlling common shareholders (33.0) (6.3) 
Distributions to subsidiary’s non-controlling limited partner (22.7) (8.5) 
Proceeds on issuance of preferred securities, net of after tax issue costs 294.8 = 
Distributions on preferred securities, net of taxes (5.2) - 
Issuance of common shares 10.8 214.3 
Redemption of common shares (18.1) = 
Dividends on common shares (169.5) (156.9) 
2.8 0.8 
Cash flow from (to) financing activities 492.5 (240.5) 
Cash flow from (to) operating, investing and financing activities (74.3) 93.0 
Effect of translation on foreign currency cash (5.6) 0.3 
Increase (decrease) in cash (79.9) 93:3 
Cash at beginning of year 155.2 61.9 
Cash at end of year $ 75.3 $155.2 
Cash flow per share from operating activities $ 2.49 3 DLP 
$ 166.2 $ 190.6 
Income taxes paid $ 198.7 $103.5 


SEE ACCOMPANYING NOTES. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


Dec. 31, 1999 and 1998 
(Tabular dollar amounts in millions, except as otherwise noted) 


1. Summary of significant accounting policies 


A. CONSOLIDATION AND INVESTMENTS 


The consolidated financial statements include the accounts of TransAlta Corporation (the corporation), all subsidiaries 
and the proportionate share of the accounts of jointly controlled corporations. TransAlta Utilities Corporation (TransAlta 
Utilities) and TransAlta Energy Corporation (TransAlta Energy) are the principal wholly owned operating subsidiaries. The 
consolidated financial statements have been prepared by management in accordance with accounting principles generally 
accepted in Canada. 


TransAlta Utilities owns and operates electric generation, transmission and distribution facilities in the province of Alberta. 
TransAlta Energy is engaged in Canada and internationally in electric and thermal energy supply, electricity distribution, 
energy services and energy marketing. 


Investments in entities that are not proportionately consolidated but over which the corporation exercises significant 
influence are accounted for using the equity method. Other investments are accounted for using the cost method. 


B. MEASUREMENT UNCERTAINTY 


The preparation of financial statements in accordance with generally accepted accounting principles requires manage- 
ment to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of 
contingent assets and liabilities at the date of the financial statements and the reported amounts of revenues and 
expenses during the period. Actual results could differ from those estimates. 


C. REGULATION 


TransAlta Utilities is regulated by the Alberta Energy and Utilities Board (the EUB), pursuant to the Hydro and Electric 
Energy Act (Alberta); pursuant to Part 2 of the Public Utilities Board Act (Alberta); pursuant to the Electric Utilities Act 
(Alberta); and is subject to the Provincial Water Power Regulations (Alberta). These acts and regulations cover such 
matters as tariffs, rates, construction, operations, financing and accounting. The corporation’s other operations are 
also subject to the regulations of the jurisdiction of operations. 


The timing of TransAlta Utilities’ recognition of certain assets, liabilities, revenues and expenses as a result of regulation 
may differ from that otherwise expected using generally accepted accounting principles. 


D. REVENUE RECOGNITION 


Revenues are recognized on the accrual basis and include an estimate of unbilled revenue. Rate adjustments related to 
prior years are presented as unusual items. 


E. DISCONTINUED OPERATIONS 


The results of discontinued operations are presented on a one-line basis in the consolidated statements of earnings. 
Interest expense, direct corporate overheads and income taxes are allocated to discontinued operations. General corporate 
overheads are not allocated to discontinued operations. 


F. CAPITAL ASSETS 


Land, buildings, plant and equipment are carried at cost that includes direct internal labour and allocated overheads. 
TransAlta Utilities capitalizes an allowance for funds used during construction (AFUDC) at the cost of capita! including 
the cost of equity related to property under construction. AFUDC is a non-cash income item that will be charged and 
recovered in rates to customers over the service life of the assets, commencing with their inclusion in rate base. 
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Interest expense is presented net of AFUDC. TransAlta Utilities provides for depreciation on a straight-line basis using 
various rates as approved by the EUB, based on depreciation studies prepared by the corporation. Changes to depreci- 
ation rates requested by the EUB are accounted for on a prospective basis. Depreciation rates reflect estimated service 
lives and estimated future removal and site restoration costs less salvage values. Hydroelectric dam future removal 
and site restoration costs are not determinable and will be recorded when reasonably estimable and when determined 
through the regulatory process. Estimated costs to reclaim mining properties are amortized primarily on a unit-of- 
production basis. Customer contributions to the corporation for new service connections are recorded as a reduction 
to the cost of property. 


Interest is capitalized for non-regulated plants under construction, which is included in the capital cost of the related 
property. Depreciation on non-regulated gas generation plants is provided on a unit-of-production basis based upon esti- 
mated production over the asset’s useful life. Non-regulated transmission, distribution and retail systems and customer 
base intangibles are depreciated using the straight-line method over the useful life of the asset. 


G. DEFERRED CHARGES AND ISSUE COSTS 


Financing costs for the issuance of long-term debt are amortized to earnings on a straight-line basis over the term of the 
related issue. Subsidiary preferred share issue costs are amortized on a straight-line basis over the estimated average 
life of the issue. Preferred securities issue costs, net of tax, are amortized on a straight-line basis to preferred securities 
distributions over the term of the related issue. 


Costs incurred by the corporation to develop potential capital assets or investments, exclusive of internal labour, are 
deferred until construction of a plant commences or acquisition of an investment has been completed, at which time the 
costs are included in capital assets or investments. When it has been determined that construction of a plant or an 
acquisition of an investment will not occur, the related development costs are included in operating expenses. 


H. INCOME TAXES 


For TransAlta Utilities, the EUB has prescribed that, for rate setting purposes, the taxes payable method be used for 
provincial income taxes and, beginning in 1997, the deferral tax allocation method be used for federal income taxes. 
Beginning in 1999, the EUB prescribed that the liability method be used for federal income taxes until such time as 
the recorded deferred tax liability has been discharged. Both of these changes in accounting policy were prospectively 
applied. There is a reasonable expectation that when unrecorded deferred income taxes become payable they will be 
included in the rates approved by the EUB or under long-term contracts and recovered from the customers of TransAlta 
Utilities at that time. Otherwise, the corporation uses the deferral tax allocation method of accounting for income 
taxes for its domestic and international operations. 


I. EMPLOYEE FUTURE BENEFITS 


In accordance with recent recommendations of the Canadian Institute of Chartered Accountants, the corporation has 
adopted the new accounting standards related to employee future benefits. The change has been applied effective 
Jan. 1, 1999 on a prospective basis. This change in accounting policy has the effect of increasing 1999 net earnings by 
$8.8 million ($0.05 earnings per common share), of which $6.3 million ($0.04 EPS) related to continuing operations, 
with no effect on 1998 earnings. The corporation accrues its obligations under employee benefit plans and the related 
costs, net of plan assets. The cost of pensions and other post-employment and post-retirement benefits earned by 
employees is actuarially determined using the projected benefit method pro-rated on services and management’s best 
estimate of expected plan investment performance, salary escalation, retirement ages of employees and expected 
health care costs. For the purpose of calculating the expected return on plan assets, those assets are valued at fair 
value. The discount rate used to calculate the interest cost on the accrued benefit obligation is the long-term market 
rate at the balance sheet date. Past service costs from plan amendments are amortized on a straight-line basis over the 
average remaining service period of employees active at the date of amendment (EARSL). The excess of the net actuarial 
gain (loss) over 10 per cent of the greater of the accrued benefit obligation and the fair value of plan assets is amortized 
over the average remaining service period of the active employees. These accounting standards differ from those used in 
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1998. The significant policies used in 1998 were as follows: i) the cost and liability for other post-employment benefits 
was recognized on a cash basis; ii) the actuarial value of the registered pension plan assets and the expected return on 
plan assets was actuarially determined based on a five-year moving average; iii) the discount rate used to calculate the 
interest cost on the accrued benefit obligation was management’s estimate of long-term rates; and, iv) all experience 
gains and losses, and amounts arising as a result of changes in accounting methods, assumptions and plan amendments 
were amortized on a straight-line basis over the expected average remaining service life of the employee group. 


J. FOREIGN CURRENCY TRANSLATION 


The corporation’s self-sustaining foreign operations are translated using the current rate method. Translation gains and 
losses are deferred and included in the cumulative translation adjustment account in shareholders’ equity. 


The corporation’s domestic and integrated foreign operations are translated using the temporal method. Transactions 
denominated in foreign currencies are translated at the exchange rate on the transaction date. Foreign currency denomi- 
nated monetary assets and liabilities are translated at exchange rates in effect on the balance sheet date. The resulting 
exchange gains and losses on these items are included in net earnings, except for unrealized exchange gains or losses 
arising on translation of long-term debt, which are deferred and amortized over the remaining life of the debt on a 
straight-line basis. 


K. DERIVATIVES AND FINANCIAL INSTRUMENTS 


The corporation utilizes derivative financial instruments and derivative commodity instruments (collectively, derivatives) 
and other financial instruments to manage its exposure to changes in foreign currency exchange rates, interest rates 
and energy prices. Gains and losses relating to derivatives that are hedges are deferred and recognized in the same 
period and financial statement category as the related items hedged. 


To be accounted for as a hedge, a derivative must be designated by management as a hedge and be effective. Hedge 
effectiveness for cash flow hedges is achieved if the derivative’s cash flows substantially offset the cash flows of the 
hedged item and the timing of the cash flows is similar. Hedge effectiveness for fair value hedges is achieved if changes 
in the fair value of the derivative substantially offsets changes in the fair value of the item hedged. If a derivative that 
has been accorded hedge accounting is settled early, the termination gain or loss is deferred and recognized when the 
gain or loss on the item hedged is recognized. Premiums paid or received with respect to hedging derivatives are 
deferred and amortized to earnings over the term of the hedge. 


Derivatives used in trading activities are carried at fair value. Realized and unrealized changes in fair value are recognized 
in earnings in the period in which the changes occur. 


The estimated fair value of a derivative generally reflects the estimated amount that the corporation would receive or 
pay to terminate the contract at the balance sheet date. The estimated fair value of long-term debt is based on quoted 
market prices where available, or where not available, with reference to market prices for similar issues. The carrying 
amounts of other balance sheet financial assets and financial liabilities approximate their fair values. 


L. STOCK-BASED COMPENSATION PLANS 


The corporation has three stock-based compensation plans comprised of two stock option-based plans and a Performance 
Share Ownership Plan (PSOP), which are described in Note 15. For stock option-based plans, no compensation expense 
is recognized when stock options or, upon exercise, stock is issued to employees. Stock grants under the PSOP are 
accrued in corporate operating, maintenance and administration expense as earned to the balance sheet date, based 
upon the percentile ranking of the total shareholder return of the corporation’s common shares in comparison to the 
total shareholder returns of a selected group of publicly traded companies. If stock options or stock are repurchased 
from employees, the excess of the consideration paid over the carrying amount of the stock option or stock cancelled is 


charged to retained earnings. 
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M. EARNINGS PER SHARE (EPS) 


Basic earnings per share are calculated based on net earnings applicable to common shareholders using the weighted 
average number of common shares outstanding during the year. Earnings per share from continuing operations are calcu- 
lated after preferred securities distributions. Fully diluted net earnings per share assume: i) exercise of options granted 
under share option plan, at the earlier of the beginning of the year or date of issuance and the funds received are invested 
at prime interest rates (net of tax); and, ii) full payout under the PSOP, net of applicable income taxes. Supplementary 
fully diluted earnings per share information disclosed in Note 13 is calculated assuming settlement of the equity com- 
ponent of the preferred securities by issuance of the corporation’s common shares. 


2. Segment disclosures 


A. DESCRIPTION OF REPORTABLE SEGMENTS 


The corporation has four reportable segments: Generation, Transmission, Energy Marketing and Independent Power 
Projects (IPP). The corporation’s reportable segments are strategic business units that offer different products and 
services both domestically and internationally. They are managed separately due to different technology and marketing 
strategies. The corporation’s reportable segments changed in 1999 as a result of the decision to discontinue certain 
operations (Note 3) with the prior year restated accordingly. 


Generation and Transmission operate mainly in Alberta and are primarily regulated by the EUB. Transactions are facilitated 
through third-party intermediaries, namely the Power Pool of Alberta (Power Pool) and ESBI Alberta Ltd., the independent 
transmission administrator (TA). 


The Generation segment sells all of its electrical production to the Power Pool. Legislation provides for the sale of all power 
for use in Alberta to the Power Pool for resale at a bid price which matches demand with supply. Prices are determined 
through regulation and are based on a rate of return on assets and the recovery of costs. Revenues are net of payments to 
small power producers (SPP) (Note 21). The Generation segment also earns ancillary revenue for providing system stability 
services to the TA and pays ancillary access charges to the TA. Expenses include Energy Marketing’s intersegment charge 
for energy trading and financial risk management services in the amount of $2.5 million (1998 — $3.8 million). 


The Transmission segment and the other utilities in Alberta provide transmission services to the TA, which then charges 
each distributor of electricity (including the corporation’s discontinued distribution and retail operation) a transmission 
tariff based on volume. Service charges for the transmission facilities and the tariffs charged by the TA are determined 
through regulation based on a rate of return on assets and the recovery of costs. In addition, the Transmission segment 
is engaged in providing non-regulated engineering, procurement and construction services (EPC) to the IPP segment and 
third parties. Expenses are net of intersegment EPC charges to IPP in the amount of $24.7 million (1998 — $nil). 


The Energy Marketing segment derives revenue from the wholesale trading of electricity and other energy related com- 
modities and derivatives. Revenues from wholesale trading of electricity and other commodities and derivatives are pre- 
sented net of the cost of acquiring the commodity to meet trading obligations in the consolidated statement of earnings 
but are shown separately in reported segment revenues. Expenses are net of intersegment charges to the Generation and 
IPP segments for the provision of energy trading and financial risk management services in the amount of $3.9 million 
(1998 — $3.8 million), and to the discontinued distribution and retail operation in Alberta in the amount of $1.6 million 
(1998 — $0.5 million). 


The IPP segment builds, owns and operates independent power projects in Canada and Australia for the sale of electric and 
thermal energy. The majority of electricity production is sold under long-term commercial contracts with the remainder sold 
in spot markets. Thermal energy is sold under long-term contracts. Expenses include Energy Marketing’s intersegment 
charges for energy trading and financial risk management services in the amount of $1.4 million (1998 — $nil). The amount 
of EPC charges from Transmission capitalized to capital assets under construction was $24.7 million (1998 — $nil). 


The accounting policies of the segments are the same as those described in Note 1. The corporation evaluates perfor- 
mance based on earnings before corporate overheads, interest, income taxes and non-controlling interests (EBIT). 
Intersegment transactions are accounted for on a cost recovery basis which approximates market rates. Cash, restricted 
investments, the limited partnership final installment receivable and interest-earning investments are treated as corporate 
assets for segmented reporting purposes. 
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i) Earnings information 
Decssi 1999 


LOSS AND SEGMENT ASSETS 


ANNUAL REPORT 1999 


Revenues 


Net segment revenues 


Depreciation and amortization 
Fuel 

Taxes, other than income taxes 
Other (income) expense 


EBIT for reportable segments 


Corporate overheads 
Net interest charges 


Dec. 31, 1998 


Revenues 


Net segment revenues 


Depreciation and amortization 
Fuel 

Taxes, other than income taxes 
Restructuring charges 
Rate adjustment — 1995 


EBIT for reportable segments 


Corporate overheads 
Other (income) expense 
Net interest charges 


ii) Selected cash flow information 
Dec. 31, 1999 


Depreciation and amortization 
Addition to segment capital assets 
Acquisitions 


Dec. 31, 1998 


Depreciation and amortization 


Additions to segment capital assets 


Dec. 31, 1999 


Segment assets 
Segment accounts payable 


Decwo1. et 998 


Segment assets 


Energy 
2 Generation Transmission _Marketing IPP Totals 
63 Gheichy $189.6 $283.0 SeeZ215 $1,328.3 
SPP payments and trading purchases z (26.9) - men ( 27220) = (298.9) 
556.3 189.6 11.0 PUPS 1,029.4 
Operations, maintenance and administration 99.5 20.6 (ehal 81.7 209.9 
Omar 45.9 des 45.9 194.8 
110.9 - - 94.5 205.4 
20.5 13.8 - 1.4 35.7 
aS er (O07; ns - (15/2) ee (2.24) 
Se223.1 $110.0 $ 1.6 $ 50.7 $ 386.0 
68.3 
Be ae a = 79.1 
Earnings from continuing operations before income taxes and non-controlling interests $ 238.6 
Sy Galery $207.5 $309.1 $ 232.6 $1,420.9 
SPP payments and trading purchases_—__ (S273) - (298.7) = (331.0) 
639.4 207.5 10.4 232.6 1,089.9 
Operations, maintenance and administration 95.6 AG bs) 11.0 BONS ALTETEAS) 
97.2 43.9 0.1 Spi 176.9 
110.6 - - 80.9 191.5 
20.9 13.4 - 1.4 SS7/ 
0.8 Zs - 0.6 Sal 
14.9 5.9 = = 20.8 
$ 299.4 $130.5 $ (0.7) $ 54.5 $ 483.7 
81.6 
(iz 3) 
=u = a 97.4 
Earnings from continuing operations before income taxes and non-controlling interests. $ 306.0 
Energy 
__ Generation Transmission Marketing IPP. Totals 
5 MOH 7/ $ 45.9 Sal) GS ABS) $ 194.8 
$ (109.1) $ (19.4) $ (0.6) $ (380.1) $ (509.2) 
$ = $ = $ = $ (186.7) $ (186.7) 
$ 90.8 $ 43.9 5) (hal o> Sishr/ G3 a7AO)sS: 
$ (110.6) $ (20.3) $m(aie3) $ (121.6) $ (253.8) 
iii) Selected balance sheet information Energy 
Generation Transmission Marketing IPP Totals 
$1,845.8 $642.6 $ 64.6 $1,318.4 $3,871.4 
$ (110.0) SaaS $ (51.5) $ (59.5) $ (216.7) 
$1,833.7 $649.0 $ 29.8 SS  1/1ONS $3,283.1 
Sam('O25) $ 12.9 $ (28.4) $ (59.6) $ (85.6) 


Segment accounts payable 
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Cc. RECONCILIATIONS 


Years ended December 31 1999 1998 
i) Operations, maintenance and administration 
Operations, maintenance and administration for reportable segments $ 209.9 $ 177.6 
Other corporate operations, maintenance and administration 52.8 63.0 
Consolidated total $262.7 $ 240.6 
ii) Depreciation and amortization (D&A) per statement of earnings 
D&A expense for reportable segments $ 194.8 $ 176.9 
D&A on corporate assets 15.5 16.2 
Consolidated total $ 210.3 Sas OSel 
iii) Restructuring charge 
Restructuring charges for reportable segments $ = $ Sh 1/ 
Other corporate restructuring charges = 2.4 
Consolidated total $ - $ Chal 
iv) D&A per statement of cash flows 
D&A cash flow amounts for reportable segments $ 194.8 SasOS 
D&A on corporate assets 15.5 16.2 
Discontinued operations — Alberta Distribution and Retail 73.5 68.8 
— New Zealand 37.2 2215 
— Argentina 1.4 5.0 
Amortization of corporate financing costs 3.1 1.8 
Consolidated total $ 325.5 _$ 284.8 
v) Additions to capital assets 
Total additions to capital assets for reportable segments $ (509.2) $ (253.8) 
Other corporate additions to capital assets (25.1) pal 
Discontinued operations — Alberta Distribution and Retail (68.6) (43.6) 
— New Zealand (80.1) (35.4) 
— Argentina - “alavl 
Consolidated total_ $ (683.0) $ (325.0) 
vi) Acquisitions 
Total acquisitions for reportable segments $ (186.7) $ = 
Discontinued operations — New Zealand (160.9) (249.2) 
Consolidated total S$ (347.6) $ (249.2) 
vii) Assets 
Total assets for reportable segments $3,871.4 $3,283.1 
Other corporate assets 616.8 588.0 
Discontinued operations — Alberta Distribution and Retail 630.1 653.3 
— New Zealand 813.8 598.8 
— Argentina - 269.4 
Consolidated total $5,932.1 $5,392.6 
viii) Accounts payable and other current liabilities 
Total accounts payable and other current liabilities for reportable segments $ (216.7) $ (85.6) 
Other corporate accounts payable and other current liabilities (80.4) (122.2) 
Discontinued operations — Alberta Distribution and Retail (110.0) (158.6) 
— New Zealand (122.4) (112.5) 
— Argentina = (20.1) 
Consolidated total S$ (529,5) $ (499.0) 
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D. GEOGRAPHIC INFORMATION 


1999 1998 1999 1998 

Revenues __ Revenues Capital assets Capital assets 

Canada $ 972.6 $1,070.9 $3,997.5 $3,685.9 
Australia 56.8 19.0 249.9 28.4 
New Zealand - - 720.0 520.4 
Argentina : I - - 248.6 
$1,029.4  _—-$1,089.9_ $4,967.4 $4,483.3 


Revenues are attributable to countries based on the location of customers. See Note 3 for revenues related to discon- 
tinued operations. 


3. Discontinued operations 


A. ALBERTA DISTRIBUTION AND RETAIL OPERATIONS 


Effective Dec. 31, 1999, the corporation adopted a formal plan to pursue divestiture opportunities relating to its Alberta 
Distribution and Retail operations (D&R) (Note 24). 


B. NEW ZEALAND 


Effective Sept. 1, 1997, the corporation acquired an additional four per cent of the common shares of TransAlta New 
Zealand Limited (TANZ), to increase its interest to 66.7 per cent, in exchange for the corporation’s 47.5 per cent interest 
in the Southdown power plant and the corporation’s 33 per cent interest in the Taranaki power plant in Stratford, together 
with the corporation’s long-term contracts to operate both plants. The transfer of the corporation’s interest in the Taranaki 
plant was deferred until its commissioning in August 1998. The corporation realized a net after-tax gain of $3.4 million 
in 1998 on this transaction. 


Prior to the above transfer, the corporation disposed of a one-sixth interest in the joint venture which holds the Taranaki 
plant to a third party and realized a net after-tax gain of $4.1 million in 1998. Proceeds from the sale were $15.3 million, 
and net cash provided was $13.2 million. Total assets disposed were $47.3 million, of which $39.6 million related to 

capital assets, and total liabilities disposed were $38.2 million including $33.4 million of long-term debt. 


New Zealand government legislation enacted in 1998 required the corporation to divest either its electricity lines business 
or its electricity supply (i.e. retail and generation) business. The corporation chose to pursue the electricity supply 
business and dispose of its electricity lines business. In December 1998, the corporation realized cash proceeds on 
disposal of its electricity lines business in the amount of $468.7 million. Total assets disposed were $298.9 million, of 
which $286.4 million were capital assets, and total liabilities disposed were $3.8 million. Other costs of disposal totalled 
$24.8 million, of which $17.8 million relates to the premium on redemption of TANZ’s bonds which was required to effect 
the sale. The pre-tax gain on disposal was $149.0 million ($73.6 million after tax and non-controlling interests; $0.45 EPS). 


In November and December 1998, the corporation acquired two retail energy businesses for cash consideration of 
$249.2 million (net of cash acquired of $0.4 million). The acquisitions were accounted for using the purchase method. 
Total assets acquired amounted to $309.0 million of which $197.8 million relates to customer base intangible assets and 
$61.0 million relates to other capital assets. Total liabilities assumed amounted to $59.4 million, of which $30.8 million 
relates to electricity supply obligations and $8.7 million relates to restructuring accruals. 


The following 1999 acquisitions were accounted for using the purchase method: 


i. The corporation acquired 100 per cent of the Rotokawa generating business for cash consideration of $42.3 million. 
Capital assets acquired were $44.9 million and liabilities assumed were $2.6 million. 


ii. The corporation increased its interest in the Taranaki generation business from 33 per cent to 100 per cent for cash 
consideration of $63.7 million (net of cash acquired of $2.3 million). Total assets acquired were $216.1 million of 
which $201.1 million were capital assets. Total liabilities assumed were $150.1 million of which $121.7 million was 


long-term debt. 
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iii. The corporation increased its common share interest in TANZ to 75.8 per cent for cash consideration of $54.9 mil- 
lion. Assets acquired of $11.3 million related to customer base intangible assets and non-controlling interests was 


reduced by $43.6 million. 


In 1999, the corporation disposed of its gas distribution business for cash proceeds of $89.9 million and realized a gain 
of $35.2 million ($18.1 million after tax and non-controlling interests; $0.11 EPS). Capital assets disposed represented 


$54.4 million of the total assets disposed of $54.7 million. 


Effective Dec. 31, 1999, the corporation adopted a formal plan to pursue divestiture opportunities relating to its New 


Zealand operations (Note 24). 


C. ARGENTINA 


Effective Dec. 31, 1998, the corporation adopted a formal plan to pursue divestiture opportunities relating to its investment 
in Argentina. The corporation wrote down its investment by $72.1 million (no tax effect; $0.45 EPS), to its net recoverable 
amount through an impairment charge to the hydroelectric capital asset of $57.9 million and an accrual of $14.2 million 
to absorb potential future losses. The provision for future losses was reversed in 1999 giving rise to income of 

$12.4 million. In December 1999, the corporation sold its interest in Argentina for total proceeds and gain on sale of 
$7.3 million. The cash proceeds are in escrow until all regulatory approvals are received (Note 5). Total assets disposed 
were $265.5 million, of which $232.5 million were capital assets, and total liabilities disposed were $265.5 million, of 


which $162.0 million related to long-term debt. 


D. STATEMENT OF EARNINGS 


The statement of earnings amounts applicable to discontinued operations were as follows: 


Years ended Dec. 31, 1999 


Revenues 
Operating expenses 


Operating income 

Gain on sale of assets 
Rate adjustment — 1996 and 1997 (Note 16) 
Net interest expense _ 


Income taxes 
Non-controlling interests 


Gain on disposal (no tax effect) 


Earnings from discontinued operations _ 


Years ended Dec. 31, 1998 __ 


Revenues 
Operating expenses 


Operating income 
Gain on sale of assets 

Rate adjustment — 1995 (Note 16) 
Net interest expense 


Income taxes 
Non-controlling interests 


Earnings prior to measurement date 
Write-down of investment (no tax effect) 


D&R New Zealand Argentina Total 

$211.2 $789.0 $7235) $1,023.9 

Sts 144.4 746.2 9.0 899.6 

66.8 42.8 14.7 124.3 

- Sb - Soe 

(9.6) - - (9.6) 

Baas (1521) (20.5) (L557) (51.3) 

Earnings before income taxes and non-controlling interests 42.1 BW faS) (1.0) 98.6 
(20.3) (1.6) (228) (24.0) 

= (24.3) Syl (2452) 

Earnings prior to (Argentina — subsequent to) measurement date 21.8 S126 - 53.4 
- - 19.7 AUS) TE 

$ 21.8 $ 31.6 $ 19.7 Sasi. 

D&R New Zealand Argentina Total 

$247.1 $318.1 $ 39.6 $ 604.8 

160.5 245.1 1233 417.9 

86.6 73.0 2S 186.9 

- 149.0 - 149.0 

(4.8) - - (4.8) 

(20.1) (27.0) (16.1) (63.2) 

Earnings before income taxes and non-controlling interests 61.7 195:0 sal 267.9 
(36.8) (23.6) (9.2) (69.6) 

- (Alar) Oe ((7als}) 

24.9 99.7 DP 126.8 

- = (PAD) (72.1) 

$ 24.9 $599:7 $(69.9) $ 54.7 


Earnings (loss) from discontinued operations 
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E. BALANCE SHEETS 


Balance sheet amounts applicable to discontinued operations were as follows: 


Dec. 31, 1999 D&R New Zealand Argentina _________ Total 
Current assets $15A63 $103.8 $ oe See bord: 
Capital assets 478.9 120.0 = 1,198.9 
Total assets $630.2 $823.8 $ = $1,454.0 
Current liabilities $110.0 $12512 $ - S 2852 
Current portion of long-term debt - 1.9 - 1.9 
Long-term debt 34.9 38.9 - 73.8 
Deferred credits - 19.9 - 19.9 
Non-controlling interests - Akal ab - shall 
Cumulative translation adjustment - (36.8) = (36.8) 
Total liabilities and cumulative translation adjustment = __ $144.9 $261.2 $ = $ 406.1 
Net assets $485.3 ____ $562.6 $ - $1,047.9 
Dec. 31, 1998 D&R New Zealand Argentina ___ Total 
Current assets $168.7 $194.2 $ 7.9 $ 370.8 
Capital assets 484.6 la ydlhe) 248.6 25250 
Other assets _= (0.2) ANS) ANSHIL 
Total assets $653.3 STMISHS) $270.4 $1,637.2 
Current liabilities $158.6 $112.3 S Qal2 $ 292.1 
Current portion of long-term debt - 4.1 65.0 69.1 
Long-term debt 40.0 105.8 105.9 2odeh 
Deferred credits - SOLO 4K0)35) 46.0 
Non-controlling interests = 148.7 78.2 226.9 
Cumulative translation adjustment = (14.3) Shi (10.6) 
Total liabilities and cumulative translation adjustment $198.6 $392.1 $284.5 SVD 
Net assets (liabilities) $454.7 $321.4 $ (14,1) $ 762.0 


4. Acquisitions and disposals — continuing operations 


A. IPP — AUSTRALIA 


In December 1998, the corporation acquired a 6.3 per cent interest in a gas transmission pipeline in Western Australia 
for cash consideration of $38.0 million. In 1999, the corporation increased its interest from 6.3 per cent to 8.8 per cent 
for consideration of $14.1 million. A subsequent return of capital in 1999 provided cash of $30.4 million (Note 5). 


In January 1999, the corporation acquired an 85 per cent interest in four gas-fired power generating stations and trans- 
mission lines in Western Australia for cash consideration of $186.7 million (net of cash acquired of $2.3 million). Total 
assets acquired amounted to $222.3 million, of which $220.0 million related to capital assets, and non-controlling interest 
assumed was $33.3 million. 


B. IPP — CANADA 


In April 1998, the corporation sold a 49.99 per cent interest in its Ontario cogeneration assets to TransAlta Cogeneration, 
L.P. (TA Cogen), a limited partnership owned 50.01 per cent by the corporation and 49.99 per cent by TransAlta Power, L.P. 
(TA Power), a publicly-owned entity. Total cash consideration was $279.0 million, of which $160.6 million was received in 
1998, and $118.4 million was received in April 1999. The effective proceeds on disposal of the capital assets amounted 
to $314.0 million comprised of the cash consideration and $35.0 million in long-term debt effectively assumed by TA Cogen. 
The effective total assets disposed were $149.7 million of which $111.8 million were capital assets, and $37.9 million 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


S44 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


TRANSALTA CORPORATION 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


related to deferred charges, of which $27.2 million was the premium on redemption of long-term debt for the Mississauga 
and Ottawa plants. The effective total liabilities disposed, all of which related to long-term debt, were $35.0 million. After 
deducting other disposal costs of $4.0 million, the gain on disposal amounted to $160.3 million. 


The corporation has an obligation to purchase all of TA Power’s interest in TA Cogen on Dec. 31, 2018, at the then 
fair market value. The gain on disposal is being deferred and amortized on a straight-line basis over the period to 
Dec. 31, 2018 (Note 11). Amortization of the gain in the amount of $7.8 million (1998 — $5.8 million) is presented 
within depreciation and amortization in the statement of earnings. 


This transaction created taxes payable on the capital gain, which allowed recovery of previously unrecorded capital 
losses related to discontinued operations, which resulted in a tax benefit in 1999 in the amount of $16.3 million 
(1998 — $19.3 million). 


5. Investments 


1999 1998 

Restricted bank deposits $224.8 $ - 
Restricted investments 88.3 160.6 
Investment in Australian gas transmission pipeline — cost method 22.9 38.0 
Other P - 3.8 
336.0 202.4 

Less current portion — restricted investments 88.3 80.3 
$247.7 $122.1 


Bank deposits are the equivalent of NZ$298.8 million at an average fixed interest rate of 6.6 per cent with maturity in 
2004. The deposits have been pledged as collateral for the New Zealand bank facility (Note 10). Restricted investments 
include $80.3 million of fixed income securities available for general corporate purposes upon maturity on Jan. 4, 2000. 
Restricted investments also include US$4.5 million of proceeds on the sale of Argentina, which will be released in 2000 
upon receipt of regulatory approval. 


6. Long-term receivable 


1999 1998 
Due from Syncrude Canada Ltd. $39.4 $48.5 
Less current portion included in accounts receivable 12.2 Ot 
$27.2 $39.4 


The long-term receivable is unsecured, non-interest bearing and repayable in equal monthly amounts through March 2003. 


7. Capital assets 


1999 _1999 1998 1998 

Depreciation Accumulated Accumulated 

Coal rights .02% - 20% $ 568.4 $ 255.3 co GIS, 7/ $ 254.8 
Thermal generation 3.1% - 3.9% 1,886.7 811.0 dF 829:9 768.3 
Thermal environmental equipment 3.6% 424.3 224.7 425.8 PVC 
Gas generation 4% - 5% 1,344.3 133.5 720.6 67.6 
Hydro generation 2.8% - 5% 409.9 163.4 654.3 261.9 
Transmission systems 2% - 10% 1,299.9 691.9 134452 634.8 
Distribution and retail systems 2% - 20% 1,264.3 718.6 APD 525 679.7 
Customer intangibles 5% 231.2 13.4 249.8 516 
Other various 265.5 82.7 370.4 TSO) 
Assets under construction none 367.4 = 166.4 = 
$8,061.9 $3,094.5 $7,480.6 $2,997.3 


Included in gas generation are capital leases with a net book value of $160.3 million (1998 — $nil). 
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In 1998, the EUB approved TransAlta Utilities’ rates for 1995. The decision disallowed 1995 depreciation expense of 
$6.4 million and is included in the 1995 rate adjustment recorded in 1998 (Note 16). 


The corporation capitalized AFUDC of $3.4 million (1998 — $3.0 million) and interest during construction of $15.1 million 
(1998 — $4.2 million) to assets under construction. 


The corporation has entered into future capital commitments of approximately $1,125 million for the Centralia plant and 
mine and $167 million for IPP projects. 


8. Other assets 


1999 1998 
Foreign currency forward contracts (Note 19) $25.5 $ - 
Cross-currency swaps (Note 19) 15.7 LO 
Deferred project development costs 14.6 ARS, 
Deferred financing costs 11.2 RT 
Deferred regulatory hearing costs 8.3 foyal 
$75.3 $41.3 

9. Short-term debt 
1999 1999 1998 1998 
Outstanding Interest ©) Outstanding ____Interest 
Commercial paper $210.1 5.0% $42.5 5.0% 
Bank debt 4.7 6.4% 49.0 5.4% 

$214.8 $91.5 


Interest is an average rate weighted by principal amounts outstanding before the effect of hedging. 


Commercial paper represents amounts drawn on bank credit facilities (Note 10). Included in bank debt was the equivalent 
of $nil million (14998 — $38.0 million) denominated in Australian dollars. 


10. Long-term debt 


1999 1999 1998 1998 
Outstanding Interest Outstanding Interest 
Recourse 
Debentures, due 2000 to 2033 $1,763.3 7.1% Sul 27S} 4! 8.2% 
Bank credit facility - New Zealand, due 2004 225.7 6.6% = = 
Notes payable — Windsor plant, due 2000 to 2014 70.0 7.4% 70.0 7.4% 
Notes payable — FESL, due to 2002 34.9 6.5% 40.0 6.3% 
Other, due to 2005 24.4 8.0% 1533 8.0% 
Capital lease obligation, due to 2007 10.4 9.0% 11.6 9.4% 
Preferred securities, due 2048 7.9 7.7% - - 
Bank credit facilities, due 2002 - - 200.2 5.4% 
First mortgage bonds, due to 2002 = = Ate) 8.5% 
$2,136.6 $1,622.0 
Non-recourse 
Bank debt — Southdown plant, due to 2011 40.8 5.9% 44.9 6.0% 
Bank debt — Taranaki plant, due to 2011 - - 65.0 6.0% 
Bank debt — Argentina plant, due 2000 - - 91.9 8.9% 
Euronotes — Argentina, due 1999 to 2000 - = 19.8 10.8% 
40.8 281.6 
2,177.4 1,903.6 
Less current portion 211.8 Al 7GSy Al 
$1,965.6 $1,728.5 


Interest is an average rate weighted by principal amounts outstanding before the effect of hedging. 
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A. AMOUNTS OUTSTANDING 


|. DEBENTURES The debentures bear interest at fixed rates. A floating charge on the property and assets of TransAlta 


Utilities has been provided as collateral for $1,173.0 million of the debentures as at Dec. 31, 1999. The interest rate on 
$400.0 million of the 1999 amount has been converted to floating rates using receive fixed interest rate swaps maturing 
between 2008 and 2014. Debentures of $100.0 million maturing in 2023, $100.0 million maturing in 2030 and 
$50.0 million maturing in 2033 are redeemable at the option of the holder in 2008, 2005 and 2009, respectively. 


Il. BANK CREDIT FACILITY ~ NEW ZEALAND The corporation has a fully drawn fixed interest rate Dankwacihy 01 


NZ$298.8 million, with restricted investments pledged as collateral (Note 5). 


11}, NOTES PAYABLE ~ WINDSOR PLANT The Windsor plant notes payable bear interest at fixed rates and are 


recourse to the corporation through a standby letter of credit. 


IV. NOTES PAYABLE ~ FESL The notes payable to rural electrification co-operative associations through their agent, 


Farm Electric Services Ltd. (FESL), represent funds contributed by members of these associations, bear interest at vari- 
able rates and are unsecured. 


Vv. OTHER Other long-term debt includes a $20.6 million (1998 — $11.0 million) advance in respect of a partner’s 


contribution to an independent power project which bears interest at a fixed rate. 


VI. CAPITAL LEASE OBLIGATION Certain coal mining capital assets have been provided as collateral. The obligation 


bears interest at a fixed rate. 


vil, PREFERRED SECURITIES The debt component amount of the preferred securities (Note 13) represents the 


present value of the principal amount of $300 million due in 2048. Interest accretion at the coupon rate is included in 
interest expense. 


Vill. BANK CREDIT FACILITIES Bank credit facilities are unsecured and bear interest at variable rates. At 


Dec. 31, 1999, all drawings were short-term debt. The interest rate on $75.0 million of the 1998 amount has been 
fixed using an interest rate swap with a pay fixed interest rate of 4.5 per cent maturing in 1999. 


IX. FIRST MORTGAGE BONDS The first mortgage bonds were redeemed in 1999 at face value. The 1998 amount 
was denominated in U.S. dollars and bore interest at fixed rates. 


X. BANK DEBT ~ SOUTHDOWN PLANT Non-recourse debt related to the Southdown power plant is payable in 


New Zealand dollars, bears interest at variable rates and is repayable in quarterly installments to 2011. The assets and 
related contracts of the plant have been provided as collateral. The interest rate on a majority of this debt has been fixed 
using New Zealand dollar interest rate swaps with maturities from 2001 to 2004, a total notional principal amount of 
$41.3 million (1998 — $43.9 million) and a weighted average pay fixed interest rate of 7.8 per cent. 


XI. BANK DEBT ~ TARANAKI PLANT The New Zealand dollar denominated debt related to the Taranaki power plant 
was repaid in 1999. The debt was non-recourse with assets and related contracts of the plant provided as collateral. 


AT. BANK DEBT AND EURONOTES | ARGENTINA EEANT “Bank debt-and Euronotes relateditostherdiscomunued 


Argentina operations were disposed of in 1999. 


B. PRINCIPAL REPAYMENTS 


Long-term debt principal amounts are due in the following years: 


2000 $ 211.8 
2001 92.6 
2002 AAS 
2003 364.9 
2004 359.0 
2005 and thereafter = WOSIES 

$2,177.4 
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Interest expense on long-term debt was $154.2 million (1998 — $200.0 million), of which $101.2 million (1998 — 


$110.9 million) related to continuing operations. 


11. Deferred credits 


1999 1998 
Unamortized gain on sale of capital assets to limited partnership $148.8 $154.5 
Deferred revenues 11.3 SHG 
Electricity supply obligations (Note 19c)_ 9.4 37.8 
$169.5 $196.0 
12. Non-controlling interests 
A. STATEMENTS OF EARNINGS 
1999 1998 
Dividend requirements on preferred shares of a subsidiary $21.1 $21.1 
TA Power’s limited partnership interest in TA Cogen 9.1 5.9 
Other common shareholders’ interests 0.7 - 
$30.9 $27.0 
B. PREFERRED SHARES OF A SUBSIDIARY 
1999 1998 
4.0% - 7.7% Series $122.2 $12273) 
8.4% Series 146.1 146.1 
$268.3 $268.4 


An unlimited number of first and second preferred shares, all without nominal or par value, have been authorized for 
issuance by TransAlta Utilities. The first preferred shares, which are issuable in series, are cumulative and redeemable 
at designated dates at the option of the corporation at their subscription price together with a premium not in excess of 
the annual dividend. Certain series have annual purchase funds which are non-cumulative but require the corporation to 
make all reasonable efforts to purchase for cancellation, in the open market, preferred shares at a price not exceeding 
their subscription price plus any accrued and unpaid dividends and costs of purchase. 


C. BALANCE SHEETS — OTHER NON-CONTROLLING INTERESTS 


1999 1998 
TA Power’s limited partnership interest in TA Cogen $256.1 $276.4 
Other common shareholders’ interests 121.3 226.9 
$377.4 $503.3 

13. Preferred securities 
Maturity Call Date Coupon 1999 1998 
2048 2004 7.50% $166.5 $ = 
2048 2004 8.15% 120.6 it 
$287.1 $ = 


In 1999, the corporation issued preferred securities for proceeds, net of issue costs and related tax benefits, of 
$294.8 million. The preferred securities are subordinated and unsecured. The corporation may elect to defer coupon 
payments on the preferred securities and settle deferred coupon payments in either cash or common shares of the 
corporation. As a result, the preferred securities are classified into their respective debt (Note 10) and equity components. 
The above equity component amounts represent the present value of future coupon payments. 
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The corporation may redeem the preferred securities in whole or in part on or after 2004 at a redemption price equal to 
100 per cent of the principal amount of the preferred securities plus accrued and unpaid distributions thereon to the date 
of such redemption. In 1999, the corporation monetized a portion of this redemption feature by writing pay fixed swaptions 
exercisable in 2004, having a notional amount of $75.0 million and a weighted average interest rate of 6.1 per cent. In 
return, the corporation received a premium of $2.0 million, which has been recorded in deferred credits and will be 
amortized to income over the life of the swaptions. At Dec. 31, 1999, the swaptions had a fair value liability of $0.6 million. 


Supplemental fully diluted earnings per share for 1999 from continuing operations and net earnings were $0.54 and 
$1.04 respectively. 


14. Common shares 


A. ISSUED AND OUTSTANDING 


The corporation is authorized to issue an unlimited number of voting common shares without nominal or par value. 


: : 1999 1999 1998 1998 

Common shares Amount Common shares Amount 
Issued and outstanding at beginning of year 169.6 $1,144.4 160.0 $ 930.1 
Repurchased by the corporation (1.0) (6.2) = - 
Public share issue for cash - - Spal PEAS; 
Public share issue costs (net of income taxes of $3.9 million) - - - (4.8) 
Issued under dividend reinvestment and share purchase plan 0.4 4.8 = - 
Issued for cash under share option plan 0.2 2.9 0.5 TAS) 
Issued and outstanding at end of year 169.2 $1,145.9 169.6 $1,144.4 


In 1999, the corporation purchased for cancellation, under its normal course issuer bid, 955,600 common shares for 
cash of $18.1 million. The $11.9 million excess of the repurchase price over the average net book value was charged to 
contributed surplus. 


B. SHAREHOLDER RIGHTS PLAN 


The primary objective of the shareholder rights plan is to provide the corporation’s board of directors sufficient time to 
explore and develop alternatives for maximizing shareholder value if a takeover bid is made for the corporation and to 
provide every shareholder with an equal opportunity to participate in such a bid. 


When an acquiring shareholder acquires 20 per cent or more of the outstanding common shares of the corporation and 

that shareholder does not make a bid for all of the common shares outstanding, each shareholder other than the acquiring 
shareholder may receive one right for each common share owned. Each right will entitle the holder to acquire an additional 
$160 worth of common shares for $80. 


15. Stock-based compensation plans 


At Dec. 31, 1999, the corporation had three stock-based compensation plans as follows. 


The corporation is authorized to grant employees options to purchase up to an aggregate of 6,000,000 common shares 
at prices based on the market price of the shares as determined on the date of the grant. The corporation has reserved 
6,000,000 common shares for issue. 


A. FIXED STOCK OPTION PLAN 


Options granted under the fixed stock option plan may not be exercised until one year after grant and thereafter at an 
amount not exceeding 20 per cent of the grant per year on a cumulative basis until the sixth year, after which the entire 
grant may be exercised until the tenth year, which is the expiry date. 
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Number of share options Weighted average exercise prices 


Outstanding at Dec. 31, 1997 1,602,176 $13.80 
Granted 4,000 $17.35 
Exercised (562,640) $13.29 
Cancelled or expired (29,000) $14.78 
Outstanding at Dec. 31, 1998 1,014,536 $14.07 
Granted - - 
Exercised (207,775) $13.76 
Cancelled or expired (39,000) $14.55 
Outstanding at Dec. 31, 1999 767,761 $14.13 


At Dec. 31, 1999, outstanding options had exercise prices between $11.77 and $17.35, of which 560,081 were exer- 


cisable at a weighted average exercise price of $13.86. 


B. PERFORMANCE STOCK OPTION PLAN 


In 1999, the corporation expanded enrollment in the share option program to include all domestic employees of the cor- 
poration by issuing stock options with an expiry date of 2009 and vesting dependent upon achieving certain earnings 
per share targets. At Dec. 31, 1999, all outstanding options were unvested. 


Number of share options Weighted average exercise prices 


Outstanding at Dec. 31, 1998 - $ ~ 
Granted 947,750 $23.05 
Exercised = = 
Cancelled or expired (70,150) $23.05 
Outstanding at Dec. 31, 1999 877,600 $23.05 


C. 


PERFORMANCE SHARE OWNERSHIP PLAN 


Under the terms of the PSOP which commenced in 1997, the corporation is authorized to grant employees and directors 
up to an aggregate of 2,000,000 common shares. The number of common shares which may be issued under both the 
PSOP and the share option plan, however, shall not exceed 6,000,000 common shares. Participants in the PSOP receive 
awards which, after three years, make them eligible to receive a set number of common shares or cash equivalent up to 
the maximum of the award amount plus any accrued dividends thereon. The actual number of common shares or cash 
equivalent a participant may receive is determined by the percentile ranking of the total shareholder return over three 
years of the corporation’s common shares amongst a selected group of publicly traded utilities. Where common shares 
are awarded, such shares may not be disposed of for a period of two years. 


Number of awards 


Outstanding at Dec. 31, 1997 
Granted 
Cancelled or expired 


428,000 
296,000 
(146,800) 


Outstanding at Dec. 31, 1998 
Granted 


577,200 
348,500 
(46,200) 


Cancelled or expired 
Outstanding at Dec. 31, 1999 


879,500 


Accrued PSOP compensation income was $0.9 million (1998 — $2.4 million expense). No common shares or cash 
equivalents were paid in 1998 or 1999 as the first PSOP award maturity occurs in 2000. 


D. EMPLOYEE SHARE PURCHASE PLAN 


Under the amended terms of an employee share purchase plan, the corporation is authorized to issue up to an aggregate 
of 200,000 common shares at prices based on the market price of the shares as determined on the date of issue. As 


of Dec. 31, 1999, no shares had been issued under the plan. 
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16. Rate adjustments 


A. 1997 AND 1996 RATE ADJUSTMENTS RECORDED IN 1999 


The EUB Phase II decision regarding TransAlta Utilities’ rates for 1997 and 1996 was received in 1999. The EUB awarded 
an interest refund to retail customers for payment of interest on rate refunds relating to its 1997 and 1996 rate decision. 
This rate adjustment reduced 1999 earnings before tax from discontinued operations by $9.6 million ($5.3 million after 
tax; $0.03 EPS). Certain municipally-owned utilities in Alberta have applied to the EUB for additional interest payments 
with a decision expected in 2000. Any potential liability for additional payments is indeterminable at this time and no 


amount has been accrued in the accounts. 


B. 1995 RATE ADJUSTMENT RECORDED IN 1998 


The EUB’s decision regarding a review of TransAlta Utilities’ rates for 1995 was received in 1998. The impact of the decision 
on rates has been reflected as an unusual item that reduced 1998 earnings before tax by $25.6 million ($11.7 million 
after tax; $0.07 EPS), of which $20.8 million ($9.5 million after tax; $0.06 EPS) related to continuing operations. 


17. Income taxes 


Income taxes vary from the amount that would be determined by applying the combined statutory Canadian federal and 
provincial income tax rates to pre-tax earnings before income taxes and non-controlling interests, with details as follows: 


= 1999 1998 
Earnings from continuing operations before income taxes & non-controlling interests $ 238.6 $ 306.0 
Statutory Canadian federal and provincial income tax rate 44.62% 44.62% 
Expected taxes on income $ 106.4 SeSO.6 
Increase (decrease) in income taxes resulting from: 
Non-taxable allowance for funds used during construction 5.9 6.0 
Large corporations tax (net of surtax) 4.5 4.4 
EUB prescribed regulatory adjustments S72 - 
Royalties 2.3 SS 
Lower effective foreign tax rates (6.7) (iL) 
Resource allowance (5.3) (5.3) 
TA Power’s share of TA Cogen’s partnership income (4.1) (2.7) 
Unprovided deferred taxes on timing differences (1.9) Syat 
Manufacturing and processing rate reduction (1.0) - 
Non-taxable portion of gains on sale of assets (0.6) (0.6) 
Tax losses not previously recognized - (0.3) 
Other _ ns 2.8 (1.7) 
Total income taxes $ 105.5 $ 141.6 
Current $ 86.7 $ 142.4 
Deferred _ 18.8 (0.8) 
~ = $ 105.5 $ 141.6 


Liabilities for deferred federal income taxes in the amounts of $47.1 million (1998 — $52.1 million) and deferred provincial 


income taxes of $8.9 million (1998 — $11.3 million) have not been recorded. 


18. Employee future benefits 


A. DESCRIPTION 


The corporation has a registered pension plan with defined benefit and defined contribution options and a supplemental 
defined benefit plan covering substantially all employees of the corporation, its domestic subsidiaries and specifically 
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named employees working internationally. The defined benefit option of the registered pension plan ceased for new 
employees on June 30, 1998. The latest actuarial valuations of the registered and supplemental pension plans were as 
at Dec. 31, 1998. 


The corporation provides other health and dental benefits to the age of 65 for both disabled members (other post- 
employment benefits) and retired members (other post-retirement benefits). The latest actuarial valuation of these other 
plans was as at Dec. 31, 1998. 


B. EXPENSE 


Dec. 31, 1999 Registered Supplemental Other Total 
Current service cost $5.0 $0.8 $0.4 $ 4.2 
Interest cost 19:3 AS} 0.6 212 
Expected return on plan assets (28.7) - - (28.7) 
Amortization of net transition (asset) obligation (9.8) 0.3 OE (9.4) 
Defined benefit (income) expense $(16.2) $2.4 $1.1 $(12.7) 
Defined contribution option expense of registered pension plan_ es 10.3 
Income before capitalization (2.4) 
Regulatory capitalization to plant and equipment ___ R (0):18) 
Net income s = : $ (1.9) 


Net pension expense was $19.7 million in 1998. The restructuring charges of $15.7 million in 1998 ($8.9 million after 
tax; $0.06 EPS), of which $6.1 million ($3.5 million after tax; $0.02 EPS) related to continuing operations, including 
$12.5 million in pension expense related to enhanced defined benefit retirement benefits to be paid under a staff 
reduction program. 


C. STATUS OF PLANS 


Dec. 31, 1999 Registered Supplemental Other Total 
Fair value of plan assets $ 417.2 $ - $ - $4472 
Accrued benefit obligation 23555) lis). 7e 9.6 314.8 
Funded status — plan surplus (deficit) ASML if (19.7) (9.6) 102.4 
Amounts not yet recognized in financial statements: 

Unamortized transition (asset) obligation (106.5) 4.6 0.4 (LOE S) 
Unamortized net actuarial gains (28.7) (2) (0.9) (32.3) 
Total recognized in financial statements: 

Accrued liability Saas (325) S (R/S) eee (© el) Eo Spr) 
Amortization period in years (EARSL) 12 15 15 


D. RECONCILIATION OF PLAN ASSETS 


Registered _ Supplemental Other Total 
Actuarial value of assets at Dec. 31, 1998 $322.9 $ - $ - $322.9 
Effect of change in accounting policy 103.0 = = 103.0 
Fair value of plan assets at Jan. 1, 1999 425.9 - - 425.9 
Contributions = = - - 
Transfers to defined contribution option (10.3) - - (10.3) 
Business combination PE = - Dp 
Benefits paid (24.9) - - (24.9) 
Actual return on plan assets* 24.3 = = 24.3 
Fair value of plan assets at Dec. 31, 1999 $417.2 $= $= $417.2 


*net of expenses 
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Plan assets include common shares of the corporation having a fair value of $0.6 million at Dec. 31, 1999. The corporation 
charged the registered plan $0.1 million for administrative services provided for the year ended Dec. 31, 1999. 


E. RECONCILIATION OF ACCRUED 


BENEFIT OBLIGATIONS 


Effect of change in accounting policy. 


Current service cost 
Interest cost 

Benefits paid 
Business combination 


Actuarial gains 


Registered _ Supplemental Other Total 

Accrued benefit obligation at Dec. 31, 1998 $284.5 $23.7 $10.3 $318.5 
33.4 (2.3) = si Lal 

Accrued benefit obligation at Jan. 1, 1999 317.9 21.4 10.3 349.6 
3.0 0.8 0.4 4.2 

AWS).<S} 13 0.6 PL 

(23.8) (1.1) (0.8) (2557) 

PAL - - Pol 

(33.0) (2.7) (0.9) (36.6) 

$285.5 $19.7 $ 9.6 $314.8 


Accrued benefit obligation at Dec. 31, 1999 


The significant actuarial assumptions adopted in 


measuring the corporation’s accrued benefit obligations were as follows: 


Liability discount rate 
Expected long-term rate of return on plan assets 


Rate of compensation increase (exclusive of promotion increases) 


Health care cost escalation 
Dental care cost escalation 
Provincial health care premium escalation 


7.3% 7.3% 7.3% 
7.0% = = 
3.5% 3.5% - 
= = 7.0%* 
- - 3.5% 
= = 2.5% 


*for five years, and 5% thereafter 


19. Financial risk management 


A. 


FOREIGN EXCHANGE RATE RISK MANAGEMENT 


HEDGES OF FOREIGN OPERATIONS The corporation has exposure to changes in the carrying values and earn- 


ings of its foreign operations as a result of changes in foreign exchange rates. The corporation uses cross-currency 
swaps at fixed rate terms to hedge these exposures. The principal component of these swaps hedges a portion of the 
carrying value of foreign operations. Translation gains and losses related to this component are deferred and included in 
the cumulative translation adjustment in shareholders’ equity. The interest component of these swaps hedges a portion 
of the future earnings of the foreign operations. Settlement gains and losses are included in earnings as realized. 


Details of debt and notional amounts of cross-currency swaps were as follows: 


1999 1999 1998 1998 
- : Amount Maturities Amount Maturities 
New Zealand dollar hedges NZS204.0 2000-2009 NZ$93.0 2000-2005 
Australian dollar hedges AUSS118.0 2002-2009 AUSS{S! On OZ, 


At Dec. 31, 1999, the fair value of the cross-currency swaps was an asset of $16.3 million (1998 — $12.9 million) of 
which $15.7 million (1998 — $10.2 million) related to the principal component of the swaps and was recorded in other 


assets (Note 8). 


The corporation has also hedged a portion of its future New Zealand dollar earnings through forward sales contracts 
maturing in 2000 with a total notional amount of NZ$11.5 million (1998 — $12.9 million) and a total fair value asset of 


$nil (1998 — $0.3 million). 
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Il. HEDGES OF FUTURE FOREIGN CURRENCY OBLIGATIONS The corporation has hedged future foreign currency 


obligations through forward purchase contracts as follows: 


1999 1999 1998 1998 

Fair value Fair value 

Currency sold Currency purchased Amount asset (liability) _Amount asset (liability) 
U.S. dollars Swiss francs 147.1 Swiss francs $(4.2) 144.6 Swiss francs $(1.4) 
Cdn. dollars” U.S. dollars USS56.5 $ 0.3 US$81.9 = —- $0.1 


At Dec. 31, 1999, deferred foreign exchange losses of $25.5 million (1998 — $nil) related to these hedges were included 
in other assets (Note 8). 


B. INTEREST RATE RISK MANAGEMENT 


|. EXISTING DEBT The corporation has fixed the interest rates on 74 per cent (1998 — 91 per cent) of its debt 

through fixed rate borrowings and pay fixed interest rate swaps with a total notional principal amount of $91.3 million 
(1998 — $175.3 million) (Note 10). The total fair value of these swaps as at Dec. 31, 1999 was a $0.5 million asset 
(1998 — $6.0 million liability). 


The corporation has converted the interest rates on $400.0 million (1998 — $nil) of its long-term fixed interest rate 
debt to floating rates through receive fixed interest rate swaps (Note 10). The total fair value of these swaps as at 
Dec. 31, 1999 was a $16.5 million liability (1998 — $nil). 


The fair value of the corporation’s fixed interest long-term debt changes as interest rates change, with details as follows: 


1999 1999 1998 1998 

So cai arr h Fai 
Long-term debt — recourse $2,136.6 $2,172.6 $1,622.0 $1,734.4 
Long-term debt — non-recourse $ 40.8 $ 40.8 $2286 $ 264.1 


11. FUTURE DEBT ISSUANCES The corporation uses forward starting interest rate swaps and forward starting 
interest rate collars to hedge its interest payments on future debt issuances. As at Dec. 31, 1999 the total notional 
principal amount was $200.0 million (1998 — $325.0 million), with a fair value asset of $10.8 million (1998 — $14.6 million 
liability) and maturities from 2010 to 2030. 


C. ENERGY COMMODITIES PRICE RISK MANAGEMENT 


|. TRADING ACTIVITIES The corporation markets energy derivatives, including physical and financial swaps, forwards 
and options, to gain market information and to earn trading revenues. At Dec. 31, 1999, details of the corporation’s trading 
positions were as follows: 


Fixed price payor Fixed price receiver Maximum term 

ts (000' : ¢ in 
Electricity megawatt-hours 17,442 ANS Dip 24 
Natural gas gigajoules 469 954 ALD 


The carrying and fair value of energy commodity trading assets included in accounts receivable was $7.7 million (1998 — 
$11.6 million). The carrying and fair value of energy commodity liabilities included in accounts payable was $7.3 million 
(1998 — $10.7 million). 
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Il. HEDGING ACTIVITIES The corporation uses energy derivatives, including physical and financial swaps, forwards 
and options, to manage its exposure to changes in electricity and natural gas prices. At Dec. 31, 1999, details of the 
corporation’s hedging position were as follows: 


Fixed price payor Fixed price receiver 
Units (O00’s) notional amounts notional amounts Maturities 
Electricity - New Zealand _megawatt-hours 1,920 25,973 2012 


The carrying value of energy commodity hedging liabilities was $9.4 million (1998 — $37.8 million) and was presented 
as electricity supply obligations (Note 11). The corporation was unable to determine a fair value of these hedges at 
Dec. 31, 1999 due to a lack of liquidity in the New Zealand forward electricity market caused by significant consolidation 
in the electricity industry in New Zealand in 1999. 


In addition, the corporation has entered into a number of long-term gas purchase and transportation agreements in the 
normal course of business to hedge its long-term electricity sales contracts. 


D. CREDIT RISK MANAGEMENT 


The corporation has a concentration of credit risk relating to its long-term receivable from Syncrude Canada Ltd. in the 
amount of $39.4 million. Geographically, approximately $153 million of the total accounts receivable of $394.7 million 
relates to the regulated Alberta market, but credit risk is mitigated through the regulated recovery of credit losses 
through customer rates. Generation’s sales to the Power Pool accounted for approximately 60 per cent (1998 — 61 per 
cent) of revenues and Transmission’s revenues from the TA accounted for approximately 17 per cent (1998 — 19 per 
cent) of revenues. The restricted bank deposits and investments of $224.8 million and $80.3 million have investment 
grade credit ratings. 


20. Joint ventures 


Summarized information on the results of operations, financial position and cash flows relating to the corporation’s pro- 
rata interests in jointly controlled corporations (including its discontinued operation in Argentina) was as follows: 


1999 1998 
Results of operations 
Revenues $ 72.4 $ 107.0 
Expenses (76.7) (153.1) 
Non-controlling interest 3.1 0.2 
Proportionate share of net loss $ (1.2) $ (45.9) 
Financial position 
Current assets $ 11.0 $ 19.6 
Long-term assets 84.2 437.9 
Current liabilities (10.3) (90.7) 
Long-term liabilities (40.7) (217.2) 
Non-controlling interest - CG(E9) 
Proportionate share of net assets $ 44.2 Sania 
Cash flows 
Cash flow from operations $ 11.0 CS SESV-7/ 
Cash flow from (to) investing activities (3.3) 0.9 
Cash flow from (to) financing activities (6.0) (12.0) 
Proportionate share of changes in cash _ $ 1.7 Oe 
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21. Small power producers’ contracts 


The Alberta Small Power Research and Development Act requires the corporation to enter into long-term power purchase 
contracts with eligible small power producers at legislated prices which are higher than current market prices. The small 
power producer contract costs are passed on to customers with the expectation that such costs will continue to be 
recoverable in future years through rates approved by the EUB or under long-term contracts. At Dec. 31, 1999, future 
undiscounted minimum payments under these contracts were approximately $537 million, of which approximately 
$34 million related to each of the years in the next five years. 


22. Uncertainty due to the year 2000 issue 


The year 2000 issue arose because many computerized systems use two digits rather than four to identify a year. Date- 
sensitive systems may recognize the year 2000 as 1900 or some other date, resulting in errors when information using 
year 2000 dates is processed. In addition, similar problems may arise in some systems which use certain dates in 1999 
to represent something other than a date. Although the change in date to the year 2000 has occurred, it is not possible to 
conclude that all aspects of the year 2000 issue that may affect the entity, including those related to customers, suppliers, 
or other third parties, have been fully resolved. 


23. Comparative figures 


Certain of the comparative figures have been reclassified to conform with the current year’s presentation. 


24. Subsequent events 


A. SUBSEQUENT TO DEC. 31, 1999 AND PRIOR TO FEB. 4, 2000 


|. 1999 RATE ADJUSTMENT The EUB’s Phase | decision regarding TransAlta Utilities’ rates for 1999 was received 
and recorded in 1999. On Feb. 1, 2000, the EUB announced an amendment to its Phase | decision (the 1999 Final 
Decision) concerning a 1999 revenue requirement issue that partially offsets the effect of its original decision. The positive 
effect of the 1999 Final Decision is estimated to increase net earnings by $17.0 million and will be recorded in 2000. 
Certain other revenue requirement issues related to 1999 remain outstanding. The financial statements do not include 
any estimate of the effects of these contingencies as the amounts are indeterminable at this time. The impact of these 


contingencies will be recorded in the period they are known. 


Il. SALE OF NEW ZEALAND BUSINESS The corporation entered into an agreement to sell its discontinued 
New Zealand operations for total cash proceeds of approximately NZ$830 million with an expected closing date of 
March 31, 2000. 


\1}. STOCK OPTIONS The corporation granted an additional 733,726 stock options to eligible permanent domestic 

employees at an exercise price of $14.20. Under the terms of the grant, 78,226 stock options were granted to employees 
of the discontinued Distribution and Retail operations in Alberta, exercisable at the earlier of the date of the sale of the 
operations and Feb. 9, 2001 and expiring three years from the vesting date. The remaining 655,500 stock options were 
granted to employees of continuing operations, exercisable in 2001 at an amount not exceeding 25 per cent per year on 


a cumulative basis and expiring in 2010. 


B. ON FEB. 7, 2000 


The corporation entered into an agreement to sell its discontinued Alberta Distribution and Retail operations for cash 
proceeds of approximately $645 million with an expected closing date of August 2000. 


|65 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


66 | 


TRANSALTA CORPORATION 


ELEVEN-YEAR FINANCIAL & STATISTICAL SUMMARY 


FINANCIAL SUMMARY 


(millions of dollars except where noted) 1999 _1998 AS SY 
Earnings statement 

Revenues 1,029.4 1,089.9 1,656.4 
Earnings before interest, income taxes and non-controlling interests (EBIT) 464.5 660.1 586.6 
Net earnings 186.4 211.4 182.6 
Balance sheet 

Total assets 5,932.1 BYSEPAS, 4,882.2 
Short-term debt, net of cash and interest-earning investments (173.6) (149.4) (20.3) 
Long-term debt 2,177.4 1,903.6 2,198.0 
Preferred shares of a subsidiary 268.3 268.4 267.6 
Other non-controlling interests 377.4 5033 162.9 
Preferred securities 287.1 - - 
Common shareholders’ equity. 1,835.6 17355102 1,594.3 
Total invested capital 4,772.2 4,380.9 4,202.5 
Cash flow 

Cash provided by operations 422.0 470.7 666.4 
Cash used in investing activities (988.8) AANEYEA)) USTONG) 
Common share information (per share) 

Net earnings 1.10 des 1.14 
Dividends declared 1.00 0.99 0.98 
Cash flow provided by operations 2.49 2.92 4.17 
Book value (at year-end) 10.85 10.94 9.96 
Market price 

High 25.15 25.40 22.75 
Low 12.25 18.20 15.10 
Close (at year-end) 14.15 22.60 PINS: 
Ratios (percentage except where noted) 

Debt/invested capital 41.99 40.04 51.82 
Return on common shareholders’ equity 10.10 12.26 11.50 
Return on invested capital 10.15 15.38 13.65 
Dividend payout 90.93 75.83 Sis), 7/4L 
Dividend yield 7.07 4.40 4.35 
Dividend coverage 2.33 2.79 4.04 
Price/earnings multiple 12.86 ife2 >) 19.78 
Weighted average common shares for year (in millions) 169.5 161.3 159.7 


Common shares outstanding at year-end (in millions) 


STATISTICAL SUMMARY 


Number of employees 2,679 2,455 2,667 
Number of retail customers 895,932 883,115 348,038 
Electric energy sales (millions of kilowatt hours) 

Residential and commercial 10,708 5,510 5,428 
Industrial 17,476 17,246 16,915 
Wholesale contracts 9/993 ee SOS ae 14,359 

Total electric energy sales 38,177 36,438 230,022 
Generating capability (net megawatts) 

Hydro 832 800 800 

Coal 3,676 3,676 3,676 

Gas and other ) ie 832” 
Total generating capability 5,972 5,484 =), 0S aaa 
Fuel source (millions of kilowatt hours) 

Hydro 2,076 1,828 1,626 

Coal 26,749 27,941 28,727 

Net purchases and exchanges 561 534 939 

Gas and other (2) 9,232) 6,048”) 
Total fuel source 38,440 30530 = O.04 


Prior years have not been restated to conform with the 
current year’s presentation. 


1) Represents TransAlta’s ownership 
2) Represents total net plant production 


ELEVEN-YEAR FINANCIAL & STATISTICAL SUMMARY 


Ratio Formulas 
Debt/invested capital = 


(short-term debt + long-term debt — cash and interest-earning investments)/ 
(Debt + preferred shares + non-controlling interests + common equity) 


Return on common shareholders’ equity = 
Net earnings/Average of opening and closing common equity 
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1996 1995 1994 1993 q992: 19I9e 1990 1989 
iL onlloS AESSOD 1,261.0 1,208.3 aL AUOSLAS 1,000.5 946.0 969.6 
570.6 591.4 588.7 DiRSeO 560.5 SPALO) 406.8 500.0 
181.0 alfeH 7 186.9 183.8 182.5 158.3 35.3 136.9 
4,804.4 4,346.9 3,969.7 4,060.8 3,990.9 3,793.9 3,671.9 3,716.6 
ALS}-} eS 84.8 Sime = 186.5 ALAS (0) 178.6 
2,364.0 2,009.0 1,584.5 1,748.8 1,502.4 1,349.8 1,490.7 1,354.4 
270.5 Sie’ 462.8 549.0 754.4 763.0 668.2 673.7 
164.4 ess - - - = = = 
me OS 2.8 1,542.7 1,515.0 1,477.6 1,445.0 1,254.3 1,155.8 1,230.6 
4,394.5 3,998.2 3,647.1 3,812.5 3,101.8 3,553.6 3,429.7 3,437.3 
563-2 430.7 422.9 363.9 426.8 324.2 285.6 307.4 
ES) (361.3) (152.7) (295.8) (408.3) (302.0) (255.4) (303.9) 
1.14 1.14 1.18 1.16 EAS 1.12 0.26 1.04 
0.98 0.98 0.98 0.98 0.98 0.98 0.98 0.97 
3.54 Bar 2.66 22g PETES) 2.29 2.10 DDT 
O92 S)aMfab 9.54 Sil Sy Sha 8.42 9.10 
18.20 14.88 16.25 113)13\0) 14.50 13.88 14.38 15.63 
14.25 13.00 SES 12.63 12.00 11.88 Alea) AIS°25 
e1eZ5 14.63 14,50 15.25 13.75 13,50 11.88 14.38 
54.10 50.28 45.77 46.84 40.59 43.23 46.82 44.60 
ALALSXS} 11.88 12.49 2IDS S52 13.14 2.96 eS 
13.60 15.47 15a78 15.26 15.45 14.92 11.85 14.82 
86.19 85.69 83.25 84.60 83.29 87.49 377.34 95°33 
5.68 6.70 6.76 6.43 1a} 7.26 S25 6.71 
3.38 Ze 2.42 1.98 Ze Sill 1.89 Te 1.88 
ANS). ACS} 12.83 D2) SEES 11.65 12.05 45.69 14.24 
ANG} 158.9 158.8 L5Se7 AUSSAO) 141.4 GSN) SOS, 
a EL _ 158.9 158.8 158.7 158.5 144.0 137.3 135.3 
3,099 2,128 22s 2,435 2,612 2,666 2,626 2,494 
346,657 340,960 334,387 328,058 S2ZiG6s 318,954 Sl Avshl 303,684 
By SiAS} 4,989 4,939 4,739 4,691 4,656 4,499 4,367 
16,228 15,618 14,753 SOS) alee} Al Oat 12,168 ORO ate dIOFS59 
NOSIS 11,334 10,618 8,797 1,555 1,426 1,316 1,216 
= SIMO) 31,941 30,310 27,075 25,347 24,250 22,186 PAN 
800 800 800 800 800 800 800 800 
3,676 3,676 3,676 3,676 3,676 3,676 3,676 3,493 
815 485 485 375 265 _ 85 85. 85 
5,291 4,961 4,961 4,851 ATEN. 4,561 4,561 4,378 
1,754 1,786 1,574 1,670 1,502 2,022 2,051 1,589 
27,844 28,026 2 AST 27,369 26,904 26,102 25,584 25,510 
500 595 401 (1,107) (1,145) (1,905) (2,809) (2,969) 
4,666 3,561 2,860 1,256 100 = = = 
34,764 33,768 _ 32,572 29,188 DG ENR IB NY IE TSN) 
Return on invested capital = Dividend coverage = — Ro ees 
Earnings before interest and taxes (EBIT)/Average annual invested capital Cash flow from operations per share, less preferred securities distributions 
Dividend payout = and preferred share dividends/Dividends per common share 
Dividends/Net earnings Price/earnings multiple = 
Dividend yield = Current year’s close/Net earnings per share 
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SHAREHOLDER INFORMATION 


Annual General Meeting: SPECIAL SERVICES FOR REGISTERED SHAREHOLDERS 

will be held at 10 a.m. on SERVICE DESCRIPTION 

Thursday, May 4, 2000 at the . ~ 

Palliser Hotel, 183-9 Avenue Dividend reinvestment Conveniently reinvest your TransAlta dividends and 

S.W Caleany Alberta and share purchase plan purchase common shares without brokerage costs. 
Direct deposit for Automatically have dividend payments deposited to 


Transfer Agent dividend payments your bank account. 


CIBC Mellon Trust Company a E a ie 
P.O. Box 7010 Account consolidations Eliminate costly duplicate mailings by consolidating 


Adelaide Street Station pitta ee 0) 
Toronto, Ontario 
M5G 2W9 
PHONE 


1-800-387-0825 toll free 
in North America 


Address changes Receive tax slips and dividends without the delays 
and share transfers resulting from address and ownership changes. 


To use these services please contact our transfer agent. 


STOCK SPLITS AND SHARE CONSOLIDATIONS 


OR 
Q DATE EVENTS RATIO 

(416) 813-4600 in Toronto 
or outside North America May 8, 1980 Stock split 3:1 
FAX 
(416) 813-4555 Feb. 1, 1988 Stock split* PAL 
WEB SITE Dec. 31, 1992 Reorganization —TransAlta Utilities shares algal 
www.cibcmellon.ca exchanged for TransAlta Corporation* * 

- The Valuation Date value of common shares owned on Dec. 31, 1971, adjusted for stock splits, is 
Ticker Symbol $4.54 per share. 
TA for TransAlta Corporation * The adjusted cost base for shares held on Jan. 31, 1988 is reduced by $0.75 per share following 
common shares the Feb. 1, 1988 share split. 
TAP A ond TA Preitor ** TransAlta Utilities Corporation became a wholly owned subsidiary of TransAlta Corporation as a 


: result of this reorganization. 
TransAlta Corporation 


preferred securities 
DIVIDEND POLICY 


Exchange TransAlta’s dividend policy considers several factors including: the corporation’s earnings 
record; cash flow; capital requirements; the expectations of shareholders; and future 
earnings prospects. The dividends declared and paid are consistent with TransAlta’s growth 
strategy and recognize the need to retain earnings to finance future growth. 


Toronto Stock Exchange 


(YEARS ENDED DEC. 31, DOLLARS) ($ PER SHARE) 
$500 [25 
400 _ a 
1060 eee 
| | t t | a a le Ir t a 
93 94 95 96 97 98 99 90 91 92 93 94 95 96 97 98 99 
TRANSALTA ~ 100 101 109 136 186 193 126 MARKET VALUE © 11.88 13.50 13.75 15.25 14.50 14.63 17.25 22.55 22.60 14.15 
TSE 300 ~ 100 100 114 147 169 166 219 BOOK VALUE ® 9.10 842 871 912 931 9.54 9.71 9.94 10.94 10.85 
TSE UTILITIES |. 100 102 112 150 214 260 450 TRADING RANGE 
TOTAL SHAREHOLDER RETURN 10-YEAR TRADING RANGE & 
Total shareholder return reflects what $100 invested six MARKET VALUE VS. BOOK VALUE 


years ago in each of TransAlta, the TSE 300 Index and 
the TSE Utilities Index would be worth today. This graph 
assumes all of the dividends paid are re-invested. 


The trading range and stock price in 1999 are consistent with 
the performance of other North American electric utility and 
pipeline companies during the year. 


SHAREHOLDER INFORMATION 
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IMPORTANT DIVIDEND DATES Voting Rights 

PAYMENT DATE RECORDED NTE ve Si MANST ERD tow Gae Common shareholders receive 
one vote for each common 

April 1, 2000 March 1, 2000 Feb. 28, 2000 share held 

July 1, 2000 June 1, 2000 May 30, 2000 Need additional information? 

Oct. 1, 2000 Sept. 1, 2000 Aug. 30, 2000 Requests can be directed to: 
Investor Relations 

Jan. 1, 2001 Dec. 1, 2000 Nov. 29, 2000 TransAlta Corporation 

; P.O. Box 1900, Station “M” 
April 1, 2004 March 1, 2004 Feb. 27, 2001 110-12th Avenue S.W. 


Calgary, Alberta T2P 2M1 


Dividends are paid on the first of the month in January, April, July and October. When a dividend 


payment date falls on a weekend or holiday the payment is made the following business day. PHONE 
a ean As 1-800-387-3598 
SS CMSA RESON toll free in Canada 
STOCK PRICE AT: DEC 31/99 DEC 31/98 % CHANGE | PHONE 
TransAlta $14.15 $22.60 Sed) (403) 267-2520 in Calgary 
or outside North America 

TransCanada PipeLines $12.50 $22.45 -44.3 FAX 
Nova Scotia Power $14.40 $18.20 -20.9 (403) 2672990 

eI E-MAIL 
Canadian Utilities $39.00 $48.00 -18.8 investor_relations@transalta.com 
Enbridge $28.65 $35.25 -18.7 WEB SITE 


KEY FACTORS AFFECTING TRANSALTA’S STOCK PRICE 


www.transalta.com 


During 1999 there were four key external factors influencing TransAlta’s stock price: interest rates, a new stock index, competition for investment dollars 

and deregulation. TransAlta’s share price, like that of all other utility companies, is sensitive to interest rate movements. When interest rates increase, 

the prices of interest-rate sensitive stocks fall because the shares tend to have high dividend yields and are often purchased for certainty of income 
rather than capital gains. The rebalancing of the number of stocks included in a new Toronto Stock Exchange index also caused some selling pressure on 
TransAlta's stock in 1999. In addition, a number of large insurance companies offered shares for the first time in 1999. These shares are also interest- 
rate sensitive and therefore compete for the same investment doilar. And finally, the pace and complexity of electric industry deregulation also had an 
impact on share price. 
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1999 MONTHLY VOLUME & MARKET PRICE 


A higher than normal trading volume in February was due to re- 
balancing of the TSE 35 and in December was the result of tax- 
loss selling. The decline in market price in the second half of 
1999 was primarily a result of increasing interest rates and the 
short-term negative impact of an Alberta regulatory decision. 
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10-YEAR MARKET CAPITALIZATION 


Market capitalization is calculated by multiplying the market 
price of shares by the number of shares outstanding. A decline 
in market price in 1999, primarily due to factors noted above, is 
reflected in a corresponding decrease in market capitalization. 
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ON TRANSALTA CORPORATION 


BOARD OF DIRECTORS 


LAWRENCE |. BELL Director since 1992 and resident 


of Vancouver, BC. He is vice-chairman of Shato Holdings Ltd., 
and chairman of White Spot Limited, a subsidiary of Shato 
Holdings. Mr. Bell was chairman and chief executive officer 
of BC Hydro and Power Authority. He is a board member of BC 
Gas, Trans Mountain Pipe Line Company Ltd., Interfor, Miramar 
Mining and the University of British Columbia. 


STANEEY J. BRIGHT Appointed director in 1999. A 


resident of Bettendorf, lowa, Mr. Bright is vice-chairman of the 
board at MidAmerican Energy Holdings Company. He is also 
a director of Access Air Holdings, Inc., Utech Venture Capital 
Corporation and UTILX Corporation. 


BONEN Co NPROIMEN ETD Director since 1993 and resident of 


Red Deer, AB. Mr. Donald is president and chief executive 
officer of Parkland Industries Ltd. He is also vice-president 
and director of Brandt Industries Ltd., chairman and director 
of the Canadian Western Bank and a director of the Canadian 
Petroleum Products Institute and Ensign Resource Services 
Group Inc. 


ON Wis LE MEU SKON Director since 1981 and resident 


of Edmonton, AB. He was appointed chair of the board in 
1998. He is chairman, founder and a director of Princeton 
Developments Ltd. Mr. Ferguson is also a director of the Royal 
Bank of Canada, AirBC and Suncor Energy Inc. He is a senior 
member of the Conference Board Inc. and a member of the 
World Presidents’ Organization. 


CUI TaD ERS SMES ON Director since 1994 and 


resident of London, England. He is chairman of RMC Group plc 
and British Biotech plc. Mr. Hampson is also a non-executive 
director of the SNC-Lavalin Group Inc., a member of the board 
of the UK Government Environment Agency and vice-president 
of the Combined Heat and Power Association in England. He 
is former chairman of Yorkshire Electricity Group ple. 


Ns serine IATA oe) Director since 1992 and resident 


of Toronto, ON. He is chairman of Dofasco Inc. and Camco Inc. 
Mr. Hantho is also a director of Inco Limited, AGRA Inc. and 
Telemedia Inc. He is chairman of the board of governors of York 
University and a member of the Order of Canada. 


BOARD OF DIRECTORS 


OOS Director since 1986 and resident 


of Edmonton, AB. He is a senior partner of the law firm Field 
Atkinson Perraton. He is a director of BFC Construction Corpo- 
ration, Canada Trust, Enbridge Inc., Melcor Developments and 
Oxford Properties Canada Ltd. He is also a member of the 
Order of Canada. Mr. Hyndman was Provincial Treasurer of 
Alberta from 1979 to 1986. 


ANDES GSA INS LE OAR UN Director since 1989 and 


resident of Toronto, ON. She is a director of BCE Inc., Bell 
Canada International Inc. and the CRB Foundation, and a 
governor of the Council for Canadian Unity. Mrs. Kaufman was 
formerly chairman and chief executive officer of Selkirk 
Communications Limited, and was a partner of the law firm 
Stikeman, Elliott for several years. 


JINR Sho LAINIE Director since 1993 and resident of 


Toronto, ON. Mr. Lane is a director of McLean Budden, SLC 
Asset Management, AFP Cuprum SA and Century 21 Real 
Estate Canada. He was formerly senior vice-president, 
Investments, SunLife Assurance Company of Canada. 


Fe CMISIEIINGIE MANGE Director since 1978 and resident 


of Calgary, AB. Mr. Madill served as chief executive officer 
of the Alberta Wheat Pool for 20 years and is president of 
J. Wallace Madill and Associates. Mr. Madill is a director of 
Fording Coal Limited, past president of the Calgary Chamber 
of Commerce and a former board member of the Calgary 
Foundation. 


pestis Manejo SUS cI Director since 1996 and resident 


of Calgary, AB. He is president and chief executive officer of 
TransAlta Corporation and a member of the board of directors 
of Canadian Hunter Exploration and the Conference Board of 
Canada. He is also a member of the Business Council on 
National Issues and the World Business Council for Sustainable 
Development. 


RUST INO UIRUAIE)E ¢ JR» Director since 1981 and 


resident of Lethbridge, AB. He is president of Mcintyre Ranching 
Co. Ltd. Mr. Thrall is also a member of the Kainai Chieftainship 
and the Board of Regents of Augustana University College. 


CORPORATE GOVERNANCE 


TransAlta’s board of directors is comprised of experienced leaders representing varied geographical 


and professional backgrounds including finance, business and public service. On behalf of TransAlta’s shareholders, the board 


_ Of directors is responsible for the stewardship of the corporation, establishing overall policies and standards and reviewing 


strategic plans. During 1999, the directors met on 11 occasions including one special meeting devoted exclusively to TransAlta’s 
corporate strategy and direction. Eleven of the 12 board members are independent of management. The board has established 


three permanent committees for the continuous review of the principle risks to the corporation and monitoring the systems for 


managing these risks. All committee members are independent of management. 
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Audit and Environment Committee 

The committee is responsible for reviewing and inquiring into 
matters affecting financial reporting, risks inherent in the 
business and environmental regulation of the corporation’s 
activities. This committee met six times in 1999. Committee 
Chair: J.W. Madill. Members: L.I. Bell, S.J. Bright, J.T. Ferguson, 
C. Hampson, D.S. Kaufman and J.S. Lane. 


Human Resources Committee 

The committee is responsible for reviewing and recommend- 
ing executive compensation programs, succession plans and 
acting as steward for the corporate pension plan. This com- 
mittee met six times in 1999. Committee Chair: C.H. Hantho. 
Members: J.C. Donald, J.T. Ferguson, L.D. Hyndman and 
R.A. Thrall. 


Nominating and Corporate Governance Committee 
The committee is responsible for the composition and com- 
pensation of the board of directors and for developing the 
company’s approach to governance issues. This committee 
met four times in 1999. Committee Chair: D.S. Kaufman. 
Members: L.|. Bell, J.T. Ferguson, C.H. Hantho, L.D. Hyndman 
and J.S. Lane. 
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to99 CHANGES Stanley Bright was appointed to the board 
of directors in October 1999. Tracy Bertsch, Bart Demosky, 
Ray Gollmer and Laura Letourneau were appointed officers 
of TransAlta Corporation. Marvin Waiand was appointed vice- 
president and treasurer. 


Don Boone and Wolfgang Janke retired in 1999. lan Bootle, 
Bill Trafford and Terry Dalgleish resigned as officers of 
TransAlta Corporation. Mr. Dalgleish maintains a relation- 
ship with TransAlta as external counsel. 


* The TransAlta design and TransAlta wordmark 
are trademarks of TransAlta Corporation. 
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